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SIX MONTHS OF THE N. R. A. 
By DONALD R. RICHBERG 


National Industrial Recovery Act 

became a law. Clearly no ade- 
quate appraisal can as yet be made of 
the results of operating the major 
trades and industries of the country 
under codes of fair competition. The 
codes now approved (something over 
150) cover almost all the basic indus- 
tries and the principal retail trades. 
But many have only been adopted 
within the last ninety days, and even 
under those codes which have had a 
ninety-day trial the encouraging sta- 
tistical results should not be made the 
basis of any final conclusions. 


I’ is now six months since the 


Care Needed in Weighing the Results 


It is important to emphasize this 
tentative nature of present conclusions 
because when the Industrial Recovery 
Program is subjected, as recently, to 
criticisms based on an ignorance of 
most of the significant facts, fortified 
by a partisan desire to discredit any 
actual achievements, it is well for 
those who know the facts and who 


have a clear view of the inspiring and 
extraordinary success of the program 
up to date, not to permit their enthu- 
siasm to lead them to premature 
claims of a sweeping, permanent victory 
over the destructive economic forces 
that brought this nation only six 
months ago to the brink of an economic 
and political collapse. 

One fortunate result of a general 
deflation has been the deflation of 
many an undeserved reputation in 
business and education, and the declin- 


‘ing influence of many a self-confident 


economist who had been diligently 
teaching the world a great many things 
which were not true. Nothing is more 
dangerous today than for any man of 
scientific pretensions to prophesy very 
positively the exact result of any 
experiment in a planned economy, 
because the events of a few months 
may furnish the proof of his unwisdom 
which in ordinary times might not be 
available for a decade or two. 

When we observe the embarrass- 
ments already suffered by critics of 
the recovery program and when we 
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look around us and see the masses of 
facts that are piling up to crash down 
upon the heads of the unyielding 
opponents of that program, we should 
not be inspired to an arrogant confi- 
dence, but to a humbleness of judgment 
that is commendable today, not only 
in the young and inexperienced, but 
also in the old and trusted counselors 
who with all their wisdom somehow 
could not tell us exactly what was 
wrong or exactly how to make it 
right in the long, sad years when we 
drifted along the road to ruin. 

The world does not appear to be 
much interested in the explanations 
or excuses for the inability of the elder 
statesmen to serve the needs of the 
hour and to stop catastrophe. In 
every nation in one form or another 
the people have acted on one obvious 
line of thought. They have said to 
those formerly in power: “‘ You didn’t 
do the job. Either you couldn’t or 
you wouldn’t. Now we have asked 
someone else to do the job, and it 
would be most useful if you people 
would devote yourselves to producing 
some new ideas that might help the 
new leadership under which we are 
going forward, and stop talking the 
same old ideas under which we went 
down hill.” 

But the apostles of the New Deal 
must also recognize that if their efforts 
fail, they may suffer the same dis- 
comforture that the older statesmen 
now suffer when their proud prophecies 
and stalwart assurances in former years 
are called to their attention. And 
in this recognition we should beware 
of overconfidence. The apostles of 
the New Deal should tread softly 
and hope that they carry a big stick. 
It will be observed that the later 
Rooseveltism has a certain kinship 
with the earlier brand. 
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The Underlying Purpose of the 
N. R. A. 


But before I venture to summarize 
some of the results of the work of the 
National Recovery Administration, let 
me seek an understanding that I am 
not discussing the entire recovery pro- 
gram or any of the other federal 
agencies which are carrying forward 
that program. 

The National Industrial Recovery 
Act is in two parts. Under Title I 
the NRA has been created to bring 
about industrial cooperation through 
codes of fair competition. Under Title 
II the Public Works Administration 
has been created, which is being ad- 
ministered by the Secretary of the 
Interior apart from the NRA. 

The Agricultural Adjustment Act is 
being administered in the Department 
of Agriculture. The various federal 
credit agencies and financial institu- 
tions are also administered separate 
from the NRA. 

The NRA has two principal functions 
—first, that of bringing about the 
reemployment of millions of workers 
in trade and industry, as an emergency 
measure; second, that of bringing about 
a stabilization and improvement of 
industrial operations which will retain 
the gains of the emergency relief and 
provide a sound basis for a continuing 
industrial advance. 

In order to accomplish either or 
both of these purposes, it is neces- 
sary, in the adoption of codes of 
fair competition, to provide for the 
profitable operation of sound trade 
and industrial enterprises. I use the 
word “‘profitable”’ advisedly. We can 
not intelligently undertake to improve 
business conditions, under a competi- 
tive system whose object and incentive 
is private gain, without undertaking 
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in this program to give owners and 
managers a fair opportunity to reap 
reasonable profits from the operation 
of business enterprises. ‘There are two 
great risks facing any business no 
matter how well organized or soundly 
managed. First, there is the unfair 
competition which may compel selling 
at a loss; second, there is the collapse of 
the market which may result from any 
general decline of purchasing power. 

Trades and industries can protect 
themselves against many forms of 
unfair competition by organizing them- 
selves for self-government; and if such 
trade associations are subjected to a 
limited measure of public regulation 
in order to protect the interests of 
consumers, they can be safely permitted 
to carry forward such programs as have 
been developing for many years despite 
certain legal obstacles which have been 
removed by the Recovery Act. 

The protection of a domestic market 
for the products of industry is, however, 
a different problem. One of the chief 
means of unfair competition between 
business enterprises has been a com- 
petition in underpaying and overwork- 
ing labor. But if a trade or industry 
should seek by the self-organization 
of managers alone to stabilize wages 
and working conditions in order to 
prevent unfair competition in the em- 
ployment of labor, there would be 
grave danger of industrial agreements 
to reduce labor costs as the most 
obvious and immediate means of in- 
creasing profits; this after all is the 
function which private management 
is expected to perform. 

When goods cannot be profitably 
sold at prevailing prices, the natural 
means adopted by a business man or a 
group of business men to prevent 
bankruptcy is to lower wages and to 
reduce employment. But when such 


a program is generally adopted the 
inevitable effort is to diminish further 
the purchasing power of the masses 
and to narrow the markets for all 
products, with the result of again 
lowering prices, calling for further 
reductions of wages and employment— 
and so the vicious downward spiral 
of the depression is continued. 

Facing this natural result—particu- 
larly in a period of depression—of 
legalizing associations of owners and 
employers, which as agencies of self- 
protection could hardly be expected 
to devote themselves primarily to the 
public welfare, it was necessary to 
provide in the Recovery Act for the 
adoption of a definite program to bring 
about increased employment and better 
wages, with a consequent rise in pur- 
chasing power which would furnish a 
domestic market in which goods could 
be sold at prices sufficient to cover any 
increased costs of production. 

Before discussing the labor provisions 
of the Act, however, it is desirable to 
fill in the background with a few more 
details. 

Of course, the industrial section of 
the Recovery Act could not be expected 
alone to produce a revival of business. 
The Agricultural Adjustment Act must 
be effectively operated to lift agricul- 
ture to the plane of profitable produc- 
tion so that while a better market for 
farm products was being created in the 
reemployed wage earners, the farmers 
themselves would develop a purchasing 
power sufficient to absorb their share 
of the products of industry. A third 
agency was needed to help revive the 
heavy industries—to prime the pump 
by pouring new money into new con- 
struction—and for this purpose a huge 
program of expenditures for public 
works was written into the second 
part of the Recovery Act. 
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There is at least a fourth agency 
of recovery to which I will refer 
only in order to avoid the appearance 
of not giving it appropriate consid- 
eration. Sound banking institutions, 
sound money, and a workable and 
working machinery for the production 
and use of credits, upon which our 
complicated economic system depends, 
are obviously necessary to promote 
and to maintain a national economic 
recovery. There is no reason for de- 
bating the importance of this element 
in the great problem which we are all 
seeking to solve. But I do venture 
to express a certain impatience and 
distrust of the counsels of those who 
give such transcendent importance to 
this element that they regard financial 
regeneration as the cure-all of our 
economic disorders. As a matter of 
plain fact, money is only a tool for the 
accomplishment of an exchange of 
goods and services. It is difficult, if 
not impossible, to do a good job with 
poor tools. But if perfect tools are 
placed in the hands of human beings 
and they are not organized adequately 
to cooperate for mutual benefit and 
for worthy ends, the possession of 
perfect tools will not save them from 
discord and strife and ultimate failure 
to realize the individual happiness and 
the social progress which are the aims 
of human endeavor. 

Those economists and philosophers 
who insist on attributing all our ills to 
monetary evils and who offer only 
improved financial systems as the cure 
for a business depression are simply ig- 
noring other problems that are equally, 
and frequently much more, important. 
The everlasting and profound prob- 
lem of political economy and political 
science is the devising of new mecha- 
nisms of human cooperation in business, 
social and political relations, so that 


men and women, naturally self-serving 
by the demands of human flesh, but 
made also self-sacrificing by the de- 
mands of community existence and 
spiritual faith, may be able to work 
together for common ends. 


The Background of the Act 


The tremendous and lasting impor- 
tance of the National Industrial Re- 
covery Act lies in the grandeur of 
its effort to develop a cooperative 
machinery for the purposeful, planned 
organization of the business of the 
nation to serve the needs of the nation. 
We had no such machinery before, 
nor had we made any appreciable 
effort to establish such machinery, 
in spite of its obvious necessity. Long, 
long ago men realized that political 
governments must develop as com- 
munities developed. The law of the 
family and the tribe disappeared as 
cities and states rose. Principalities 
and kingdoms gave way to empires 
and republics. New means of trans- 
portation and communication made 
the world constantly smaller, and knit 
more and more people together in 
common interests and in dependence 
upon an exchange of products. 

But throughout this period of change 
in economic conditions and in political 
government, controls in the world of 
industry developed little beyond the 
rule of families and tribes. The laws 
to govern industry were mainly regu- 
lations of individual and tribal action. 
When centralized authority threatened 
to develop excessive private power to 
exploit the public, we resorted to 
prohibitions and restraints, such as 
the Sherman Law; or in the fields of 
traditional public service we set up 
government regulators who were ex- 
pected to insure the good conduct of 
enterprises without exercising any of 
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the functions of management. These 
half-hearted and compromising efforts 
to control private enterprises in the 
public interest have been ineffective 
and have only intensified socialistic 
demands for public operation of es- 
sential business and anarchistic de- 
mands for the elimination of any form 
of government in business. 

Among those who have knowledge 
and understanding of the evolution of 
what we are pleased to call civilization, 
there might be serious debating over 
what form of government should be 
adopted to bring the instrumentalities 
of business into orderly cooperation. 
But, except among those unfortunate 
persons to whom educational oppor- 
tunities have been denied or on whom 
education has been wasted, there can 
be no argument over the need of 
industrial government. It has become 
all too clear throughout the world 
in recent years that the anarchistic 
operation of the industries of a modern 
nation will make ineffective any politi- 
cal government and render it incapable 
of maintaining freedom and security 
for its citizens. 

The rigorous control of industries 
and labor in Russia, Italy and Ger- 
many, for example, has not proceeded 
from the mere desire to apply a political 
creed, but from the economic necessity 
of establishing some form of govern- 
ment in industry, in the absence of 
which no political government could 
endure. 

Those who faced this problem in 
America sought a solution more in 
keeping with our democratic institu- 
tions than the dictatorship in behalf 
of property and privilege which can 
be roughly described as Fascism, or 
the dictatorship in behalf of labor 
which can be described as Communism. 
In the search for a solution a large 


percentage of the influential leader- 
ship of industry in this country, to- 
gether with a potent leadership in 
labor and politics, arrived at the con- 
cept of “self-government in industry.” 
This phrase meant many different 
things to many people. But among 
practically all who have used it in- 
telligently there has been one common 
idea—the organization of industrial 
government by those engaged in in- 
dustry and not by outside forces. 

The business men of the nation have 
been working toward industrial self- 
government for many years. ‘Trade 
associations, interlocking directorates, 
local associations of commerce and a 
United States Chamber of Commerce, 
all evidence the recognition of the 
need and the somewhat haphazard, 
half-blind efforts to meet the need. 
But this has been a one-sided, partisan 
movement, which inevitably aroused 
the opposition of great groups of 
interests against such concentrations 
of economic power in governing bodies 
in which their interests would have 
no representation. Particularly the or- 
ganized wage earners have viewed with 
justifiable alarm the prospect that 
national industrial policies might be 
determined in the primary interest of 
those who own and manage industries. 

The National Industrial Recovery 
Act was written against this back- 
ground. Its emergency purpose is to 
put men back to work and to increase 
purchasing power. But such an emer- 
gency measure must be made the first 
step in a continuing process of stabiliz- 
ing industry or it will be the mere 
alleviation of suffering with no effort 
to cure a chronic and dangerous disease. 

The continuing purpose of the Re- 
covery Act is found in its declared 
policy ‘“‘to provide for the general 
welfare by promoting the organization 
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of industry for the purpose of co- 
operative action among trade groups, 
to induce and maintain united ac- 
tion of labor and management under 
adequate governmental sanctions and 
supervision.” 


Difficulties and Criticisms 


It is only six months since the Re- 
covery Act was approved by the Presi- 
dent. Yet in that brief period codes 
of fair competition have been submitted 
by practically all important trades 
and industries; and codes have been 
already approved and are now in force 
covering the basic, most essential indus- 
tries. Also in the same period, through 
a blanket agreement of employers with 
the President, the Blue Eagle has come 
to be a potent symbol of a national 
solidarity of purpose, in spite of par- 
ticular businesses or particular parts 
of the country that have not felt the 
recovery forces as much as others. 
This has meant not merely the creation 
of a large governmental organization. 
It has meant that all the business men 
of the nation have been mobilized in 
the work of establishing a machinery of 
industrial self-government of a charac- 
ter heretofore unknown either in this 
or any other nation. It is inaccurate 
and misleading to label the parts of 
this machinery by terms such as “car- 
tels’”’ or “‘guilds,” which do not de- 
scribe what is being done and lead to 
almost as much misunderstanding as 
the use of such hostile epithets as 
*‘fascism,” ‘“‘socialistic dictatorship” 
and “‘communism.” In such a forum 
as this we should at least strive for 
accuracy and candor and avoid, so 
far as possible, those colorful phrases 
which are entertaining but delusive. 
One of the mistakes of the “scientific 


mind”’ is to attempt to interpret new 
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social movements exclusively in terms 
of previous historic concepts. 

Regardless of ultimate results we 
can say today that the operation of the 
National Recovery Administration has 
demonstrated again the extraordinary 
capacity of the American peofle to 
organize themselves and to govern 
themselves. It has demonstrated that 
we need not drift helplessly or surge 
impatiently into revolutionary violence 
so long as we have leaders with the 
vision and the courage to mobilize 
the energies of the American people. 
If the Administration of Franklin D. 
Roosevelt makes no other contribution 
to our history, he would deserve im- 
perishable fame as the President who 
restored the faith of the American 
people in themselves. 

Yet today we hear rising again the 
chorus of the discredited prophets of 
other days. They cannot deny that 
the nation has climbed out of the depths 
of disaster, out of the very pit of despair 
since March third, and that it is now 
moving forward with a confident stride 
on a well-defined road of industrial 
recovery. But some of them have 
slowly gathered enough courage to 
begin to proclaim solemnly that since 
we were nearly dead on March third 
we were bound to get better and that 
it has only been an impediment to our 
recovery for the national administra- 
tion to try to nurse us back to health. 
If business and political operations 
moved by anything except human 
energy, this proposition might be de- 
batable. But since they only move by 
the purposeful organization of human 
cooperation we could not possibly have 
improved our economic conditions by 
sitting still; and our progress is neces- 
sarily the result of our effort and not a 
providential happening. How can a 
political orator in the same _ speech 
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proclaim that all business is being 
subjected to a dictatorship and then 
argue that the alleged dictatorship is 
entitled to no credit for business im- 
provement? Probably some people are 
sufficiently partisan and _ prejudiced 
and ungrateful to applaud that sort 
of twaddle. But I believe, from a 
somewhat extended observation, that 
if the discredited prophets of the old 
era do not know that they have died 
the American people will, upon the 
first occasion which is offered, give 
them a magnificent burial. 

There is nothing of political partisan- 
ship in what I have said. ‘There are 
working in the NRA and in every de- 
partment of government today men and 
women who have supported Republican 
administrations in the past and who are 
supporting this Democratic administra- 
tion without any thought of political 
advantage. The codification of trades 
and industries and the machineries 
of industrial self-government are being 
worked out by business organizations, 
labor organizations and public officials 
without the selection of either public or 
private representatives in the govern- 
ing bodies on the basis of political 
affiliation. 

But the discredited prophets of the 
old era have recently found another 
basis of criticism on which it is very 
easy to divide and to confuse public 
opinion. It is now being asserted 
that the Recovery Act is being admin- 
istered as a labor law, and that or- 
ganized labor is being unduly favored, 
and that the whole program will be 
retarded and finally become a failure 
unless the progress of labor organizing 
is checked and the right of any em- 
ployer to “trun his own business”’ 
free from the interference of labor 
unions is reestablished. 


Labor Provisions—Collective 
Bargaining 


The chief merit in this criticism is 
that it serves to bring out the smolder- 
ing hostility to the whole purpose of 
the Recovery program in those who 
have learned absolutely nothing from 
the events of the last twenty years, 
which include a world war, world-wide 
revolutions and a world-wide depres- 
sion. Why was it necessary to require 
maximum hours and minimum wages 
by a national law? 

Because in the competition between 
employers to overwork and underpay 
labor and to substitute machine power 
for man power wherever cheaper, the 
necessary balance between producing 
and consuming power was being lost, 
whereby trades and industries were 
ruining their markets and in destroying 
their worker-customers were destroy- 
ing themselves. ‘This story is being re- 
peated in industry after industry 
witness the conspicuous case of the 
soft-coal industry—bringing its prob- 
lems to Washington. In many cases 
industries seemed to be run solely 
for the comfort and entertainment of 
others. 

Why was it necessary to write in 
Section 7(a), encouraging labor to 
organize for collective bargaining and 
requiring employers to deal with labor 
unions which they had always refused, 
if possible, to recognize? 

Because without collective bargain- 
ing there would be no power of self- 
discipline within an industry to provide 
for a fair sharing of the gains of 
industry. Minimum wages are paid 
to only a small proportion of the wage 
earners. Unfair competition in paying 
low wages would persist unless some 
means were available—some organized 
self-interest were effective—to main- 








tain a decent level of wages. Granting 
all the faults and follies of labor 
organizations, they have nevertheless 
been a most effective force in raising 
the average standards of living by 
their organized insistence on a con- 
tinued sharing of the benefits of in- 
creased productivity. But the most 
important reason for protecting the 
right of labor organization lay in the 
part which labor organization must 
play in any genuine self-government of 
industry. 

It would be just as absurd to talk 
about the self-government of modern 
industry by a little group of owners and 
managers as it would be to talk about 
the self-government of the United 
States by the same limited class. <A 
modern industry depends for its exist- 
ence upon the cooperation of two great 
groups of people outside the group 
of owners and managers. There are 
thousands of employees who must 
give willing service. There are thou- 
sands, perhaps hundreds of thousands, 
of customers who must give willing 
patronage. The Recovery Act brings 
into industrial self-government only the 
corrective power of public supervision 
in the protection of the consumer inter- 
est. A more intimate participation is 
probably unnecessary and impractical. 
Furthermore, the great mass of con- 
sumers are the workers on the farms 
and in trade and industry. Insure to 
them adequate rewards for their labor 
and their interests as consumers are 
largely protected. 

Thus we come to the necessity that 
self-government of industry must pro- 
vide for participation of the wage 
earners in determining the terms and 
conditions of their employment. This 
does not call for labor participation in 
management, whether one regards it as 
desirable or undesirable. Indeed it 
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has been the prevailing disposition in 
practically all influential labor organi- 
zations to decline to accept any of the 
responsibilities of management—when 
advocated by theorists or even when 
offered by some harassed employer. 
The much discussed language of Sec- 
tion 7(a) of the Recovery Act does not 
envision labor participation in manage- 
ment; but the exercise collectively 
of that right which every employee 
must otherwise exercise individually, 
the right to make a contract of employ- 
ment and to have the terms of the 
contract faithfully observed. 

It must be clear beyond dispute 
that if employers are to associate them- 
selves in self-regulation of industry 
they must have, and will undoubtedly 
exercise, the power of adopting com- 
mon policies in the handling of labor 
questions. This is clearly evidenced 
by the experience with the codes. 
The most unfair competition of all 
which they must eliminate is competi- 
tion in long hours and low wages, or 
any other method of squeezing addi- 
tional profits out of the mistreatment 
of employees. How, in the name of 
common sense, can there be any genu- 
ine self-government in industry if the 
organized employers alone collectively 
determine the terms and conditions 
of employment and the employees are 
denied the right of organization so that 
they are not permitted collectively to 
determine what terms and conditions 
they should have and then collec- 
tively to bargain with their organized 
employers? 

Indeed there is only one answer to 
that question. Self-government of in- 
dustry would be a misnomer and a sham 
unless there were a recognized, uncon- 
tested opportunity for the workers to 
organize themselves and to bargain 
collectively with their employers. The 
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profound opposition to labor organiza- 
tion arises from two causes: first, the 
survival of the traditional theory that 
a business is an individual enterprise, 
whereas every modern business of any 
importance is a social enterprise; sec- 
ond, the century of conflict between 
employers and labor unions which has 
frequently developed into actual civil 
warfare. This has bred a fighting 
leadership and fighting tactics on both 
sides and, despite much pious talk 
about industrial partnership, the out- 
standing leaders of both sides usually 
regard themselves more in the light of 
generals of hostile armies than as 
negotiators promoting means of co- 
operation between human beings who 
are dependent on each other for the 
services necessary to a comfortable 
existence. 

There are many justifiable complaints 
among employers over the conduct 
and methods of some labor organiza- 
tions, and equally justifiable complaints 
among employees over the conduct 
and methods of some employers. But 
the value of a mechanism of human 
cooperation cannot be rightly appraised 
by listing the wrong-doing that has 
been, or is possible, under it. The 
value of banking is not determined 
by the stupidities or defalcations of 
some bankers. The value of orderly 
government is not determined by the 
plundering and corruption of some 
public officials. The racketeer is found 
in business and the professions, as well 
as in labor organizations, and will be 
found about as frequently in high and 
low positions in every group—I have 
even found it in my own, the legal 
profession! 

The right of labor organization which 
is written into the Recovery Act is a 
simple statement of a principle of 
self-government which is everlastingly 


right and is the foundation principle 
upon which was written the Declara- 
tion of Independence and the Constitu- 
tion of the United States. 

Those who use the abuses of the 
power of private property ownership 
as the reason for a demand to abolish 
the right of private property are the 
mental brothers of those who use the 
abuses of the power of labor organiza- 
tion as the reason for a refusal to 
recognize the right of labor organiza- 
tion. On the other hand, those who 
demand that the power of property 
control should carry with it a responsi- 
bility for the exercise of that power 
in the public interest, should join 
with those who demand that the power 
of labor organization should carry with 
it a like responsibility for the exercise of 
that power in the public interest. 

It is not the purpose of the Recovery 
Act to enthrone in power, superior 
to the government and superior to 
demands for justice, any organization 
of capital or labor. Any organization 
which undertakes to reap the benefits 
of this law without fulfilling its obliga- 
tions to the public interest will find 
itself dealing with a fearless and im- 
partial administration of the law and 
with a public opinion that is slowly 
but surely rising to drive the chiseler 
and the racketeer out of every trade 
and industry and to deny him associa- 
tion with law-abiding men who are 
seeking to work together for the com- 
mon good of all. 


Results—Employment 


In the light of the purposes and 
methods of the Industrial Recovery 
Program, as I have attempted to out- 
line them, it must be evident that the 
results of six months of the NRA 
should be stated largely in terms of 
trends. Thej general jincrease in the 
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volume of production and distribution 
is universally conceded. ‘The estimate 
of a highly competent statistical organi- 
zation of a 17% increase in the volume of 
business from March to November— 
while conservative and made before a 
recent further advance—pointed out 
that the figures demonstrated unmistak- 
ably a great revival of business. 

The vast increase in the membership 
of labor organizations since June is a 
trend which should not be viewed with 
alarm even by those hitherto opposed 
to such organizations, because of two 
highly significant developments. In 
the first place, there has developed a 
general recognition even in the older 
trade unions that labor must be or- 
ganized so as to function cooperatively 
with industrial organization as it has 
developed. Wherever the pattern of 
craft organization does not fit in with 
modern industrial organization, the 
pattern must be remade, utilizing local 
and craft associations, and federations 
of both, into industrial and national 
organizations, to provide appropriate 
agencies for collective bargaining and 
cooperative dealing with employer or- 
ganizations which have been developed 
along natural lines of common interest. 

But most impressive of all the results 
of an advance in labor organization 
has been a steadily increasing accept- 
ance of responsibility by both employer 
and employee associations for the main- 
tenance of fair and uninterrupted em- 
ployment relations. With an increase 
of perhaps 300,000 in the membership 
of the United Mine Workers came also 
the establishment of a nation-wide, 
agreed machinery for the peaceful 
adjustment of labor disputes, written 
both into a collective agreement be- 
tween employers and employees and 
into the code for the bituminous coal 
industry. ‘This has provided a definite 


and unprecedented assurance of the 
settlement of all controversies by agree- 
ment or arbitration, the first major 
case in modern industrial history where 
a complete program has been so worked 
out. 

This is only a spectacular example 
of a program that has been carried 
forward in one industry after another 
when adequate and responsive labor 
organization has made possible an 
agreement and has given assurance 
that such a policy could be made 
effective. ‘The operations of the Na- 
tional Labor Board have furnished 
another inspiring example of the great 
benefits to employers and employees 
that can be obtained in harmonizing 
conflicts of interest and assuring con- 
tinuity of operations wherever both 
parties are adequately and appropri- 
ately organized to deal intelligently 
with each other and to utilize the aid 
of impartial public agencies to iron 
out their differences. One of the great 
difficulties of administering the Act 
has been the lack of organization among 
many employers and employees. 

The trend to eliminate the exploi- 
tation of helpless men, women and 
children through abolition of child 
labor, and the outlawing of starvation 
wages and sweatshop conditions has 
been made clear to the entire nation. 
These accomplishments of the NRA 
are acknowledged everywhere. 

The general trend of reemployment, 
of reduced hours of work, and of in- 
creased wages for the submerged and 
sweated groups of labor shows a steady 
and consistent advance. Based on 
incomplete but comprehensive statis- 
tics, I am going to make my own esti- 
mate that the final figures will show an 
increase of employment in the groups 
covered—including about 12 million 
workers-—of at least 15% from June 
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to October, with payroll increases of 
at least 17%. 

The Secretary of the Interior reports 
that the PWA, the CWA and the CCC 
have put approximately 3,000,000 per- 
sons back to work. According to ad- 
vance estimates reemployment under 
the President’s Agreement and Codes 
of Fair Competition should show an 
equal number, that is, about 3,000,000. 
These figures may duplicate some of 
those included in the PWA reemploy- 
ment. But making due allowances 
for duplications and also allowance 
for incomplete reports and for the 
present upward trend, it is fair to 
estimate that not less than 6,000,000 
persons will have been reemployed 
before Christmas and that the NRA 
can properly claim to have been effec- 
tive in restoring at least 3,000,000 of 
these to what should be regarded as 
permanent jobs. 


Industrial Recovery 


What has been accomplished can 
be made more vivid by citing the gains 
in individual industries reporting for 
different periods the results under their 
separate codes. 

Cotton Textiles reported first, this 
being the first code approved. Em- 
ployment rose from 320,000 in March 
to 466,000 in September, and in the 
first month of the code wages increased 
55% affecting 96% of all employees. 
The pay roll of $15,300,000 per month 
in May was doubled, reaching approxi- 
mately $27,000,000 in September. And 
the industry is reported to be as a 
whole in the healthiest financial con- 
dition of the last ten years. 

The lumber industry is far flung and 
the statistics are accumulated slowly 
and need analysis with an _ under- 
standing of the difficulties of this 
industry, but some of the results of 


codification are clearly indicated by 
the following figures: with a payroll 
increase of $1,000,000 per month, com- 
paring July and September, there was 
a decrease of 24% in average hours 
worked per employee, but an increase 
of 39% in the average rate per hour 
and an increase of 65% in the average 
rate per hour for the lowest wage 
groups. ‘There has been a recent de- 
clining volume of production, but in- 
stead of the usual result of wage cutting 
the labor cost in October is reported 
as 66% higher than in August. In 
other words, the purchasing power of 
the workers is being sustained. 

The American Iron and _ Steel 
Institute reported to the President its 
satisfaction with a go-day trial period 
of code operation, in which there were 
72,763 employees added to the pay rolls 
(22%) with a reduction in average 
hours from 38.9 per week to 32 (18% 
and an increase in average hourly pay 
from 47.2 cents to 56.7 cents (20.1%) 
and a total payroll increase of $6,488,- 
000 per month (21%). This practically 
established the 8-hour day, although 
this was not required by the code 
until production had reached 60% of 
capacity. This extraordinary improve- 
ment in labor conditions was brought 
about in a period when operative 
activity declined 10%. But Steel ex- 
pressed its satisfaction with the Code, 
and with the assurance of increasing 
business this industry looks forward to 
the prospect of a total additional 
employment of 125,000 men and an 
increased pay roll of over $100,000,000. 

It is well to note that the average 
price of iron and steel products rose 
only slightly in this period—finished 
steel 1.8%; pig iron 4.2%. Also during 
this period arrangements were made 
through the Federal Government for 
the placing of orders for approximately 
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1,000,000 tons of steel rails at a price 
reduced from $40 to $36.375 per ton. 

The bituminous coal industry has 
been one of our sickest industries 
for years. Under a cannabalistic com- 
petition in wage cutting and price 
cutting the coal operators ate each 
other alive, and their unhappy em- 
ployees destroyed each other’s liveli- 
hood. Soft coal could be bought in 
the last year by large buyers on con- 
tracts running under $1 a ton and down 
as low as 43 cents and even, it has 
been reported, 25 cents, although the 
labor cost alone in order to pay—not 
a high wage but a tolerable wage— 
might be $1 per ton. 

Under the code this industry estab- 
lished basic wage scales for different 
localities averaging between $4 and 
$5 per day—not a large wage for 
hard and somewhat seasonal work, but 
averaging over $1 per day advance 
above the previous wage level. This 
means that a large percentage of about 
300,000 men will be earning between 
$1 and $2 per day more than they 
earned before, while the operators 
through marketing agencies will get 
a fair price for their coal, subject 
to government supervision. Soft-coal 
production in the latest six months 
of 1933 is 20% greater than in the 
corresponding months of 1932. ‘Thus, 
improving the health of this great 
essential industry, the general welfare 
is also advanced as the added pur- 
chasing power of 300,000 men increases 
the market for the things they buy 
at a rate which may exceed $300,000 per 
day. Any increased cost to consumers 
will be only a trifle, spread over 
millions of households and thousands 
of business enterprises. But the living 
conditions of over a million men, 
women and children will be made more 
tolerable, and they can play their 


proper part as consumers in increasing 
the effective demand for the products 
which our huge agricultural and indus- 
trial capacity is ready to supply. 
This is the way not only to social 
justice, but to economic stability. 

A few statistics from other trade 
and industrial groups may round out 
this outline of recovery under the codes. 
The Tanner’s Council of America has 
recently reported on the results of the 
leather code: employment increased 
about 13,000—34%}; total payroll in- 
creased 56%: average hourly earnings 
increased 27.6%; average weekly earn- 
ings increased 16.5%, although aver- 
age weekly hours per employee declined 
from 40.4 to 36.9 hours—8.6%. ‘The 
monthly production of this industry 
was 18.8% greater in October than in 
March. 

The Code Authority for the Steel 
Castings Industry has recently reported 
that its code operation will be of 
“pronounced value in its progress to- 
ward a return to normal, satisfactory 
and profitable operation.”” Under this 
code some 6,000 additional employees 
will be added to the industry, which has 
a normal pay roll of about $85,000,000. 

In New York City over 6,000 new 
employees were added to the pay 
rolls of 24 department stores before 
December first, with an increased an- 
nual pay roll of nearly $7,000,000. 


Conclusion 


Before concluding a survey of the 
NRA, let me refer briefly to the inter- 
relation between industrial and agri- 
cultural recovery. Government figures 
evidenced an increase in the income 
of the American farmer in September 
of this year to $602,000,000, which 
was 55% more than his income for 
the same month of 1932. In October, 
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three of the largest retail organizations 
trading directly with the farmer showed 
sales increasing respectively 16%, 21% 
and 11% over October, 1932. These 
three organizations sold about $70,000,- 
ooo of retail merchandise, largely to 
farmers, in one month. Back of this 
retailing are the production enter- 
prises, which received their correspond- 
ing benefit from this improved market. 

Before closing let me give an indi- 
cation of the volume of the work 
which the NRA has undertaken. ‘The 
latest statistics in my legal division 
show 150 national codes approved and 
750 pending, with public hearings com- 
pleted on 427; and 2,541 local codes 
submitted. Codes in the agricultural 
group, in which we participate to 
varying degrees, number about 500 
submitted. More than 60% of 27,- 
000,000 workers in industries affected 
by the NRA are now working under 
approved codes, 64 of these codes 
covering about 11,000,000 workers. It 


is anticipated that approximately 90% 
of all the eligible workers may be 
covered by approved codes by January 
I, 1934. Another estimate, which I 
submit with caution because of the 
extensive compilations necessary to 
verify it, is that pay rolls have been 
increased more than $50,000,000 per 
week under the codes and the P. R. 
A.—which would mean a $2,500,000,- 
ooo annual increase. 

When one contemplates the latitude 
and longitude of the problems faced in 
attempting this national mobilization 
of trade and industry, perhaps one 
will be charitable enough to forgive a 
thousand mistakes and errors of judg- 
ment—and perhaps one may regard 
the results accomplished, as we do, 
with wonder at the audacity of the 
human mind, with respect for the 
ability of mortal flesh to take punish- 
ment, and with a touch of awe at 
the courage of a President who would 
undertake such a gigantic task. 





LABOR UNDER THE NATIONAL RECOVERY 
ACT 


By SUMNER H. SLICHTER 


HE extraordinary length and se- 

verity of the depression gradually 

produced wide differences in the 
wages paid by different plants, because 
some firms were more aggressive than 
others in cutting wages. Differences 
in wage rates were increased by the 
spread-work movement, which was 
more or less systematically fostered 
during the present depression. De- 
spite encouragement of work spreading, 
many firms, particularly small ones, 
did not practice it.! Such concerns 
were able to make deep wage cuts 
because even low hourly rates enabled 
their employees to earn more per week 
than the employees of enterprises which 
were sharing work. On the other hand, 
enterprises which had cut hours found 
themselves hampered by that fact 
in cutting wages. By the spring of 
1933, many establishments practic- 
ing work spreading were paying nearly 
twice the hourly rates of non-work- 
spreading competitors. As a result, 
the spread-work movement was break- 
ing down. Some enterprises were be- 
ginning to lay off some men and to 
increase the working hours of the others 
in order to cut wages, and other firms 
were on the point of taking this step. 
It looked as if hundreds of thousands 
of men would be added to the totally 
unemployed, and as if a new cycle of 
wage cutting might begin. This is 
one reason why prominent industrial- 


1 This is indicated by the fact that in March, 1932, 
44% of the workers having jobs were working full 
time. Barrett, W. J., “Extent and Methods of 
Spreading Work,” 35 Monthly Labor Review, Septem- 
ber, 1932, p. 491. 


ists, such as Alfred P. Sloan, Walter C. 
Teagle, and Gerard Swope, in the 
hearings on the Black Bill endorsed 
the principle of limiting working hours 
by federal law. 

The great length and severity of the 
depression also made the problem of 
absorbing the unemployed peculiarly 
urgent. By the spring of 1933, large 
numbers of men had been out of work 
for two years or more. Many youths 
of working age had never had regu- 
lar employment since leaving school. 
Thus the limitation of working hours 
was needed, not only to prevent layoffs 
and wage cutting, but to put some of 
the unemployed back to work and to 
spread the benefits of business revival, 
if and when it came, as promptly and 
widely as possible among those who 
had suffered most from the depression. 


Effect of the Codes and the President’s 
Reemployment Agreement on 
Employment, Wages and 
Costs 


Whether or not the Recovery Act 
was wisely conceived, we shall probably 
never know. Certainly the Act would 
have been a failure if it had been 
applied at a time when business was 
going from bad to worse, for it is’ in- 
conceivable that prices and wages could 
be brought out of a tail spin by a mere 
government fiat setting minimum wages 
and maximum hours. Thanks, how- 
ever, to world forces making for re- 
covery and to the expectation of 
inflation, a substantial improvement in 
business occurred before the Act was 
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applied. The improvement was suffi- 
cient so that business could bear, for 
the time being at least, the additional 
costs imposed by the codes and the 
President’s Reemployment Agreement.’ 

By November 27, 1933, 143 codes 
had been approved, and nearly all of 
the rest of industry was operating under 
the President’s Reemployment Agree- 
ment. An analysis of the labor provi- 
sions of 108 of the 143 codes shows 
that they imposed 128 maximum limits 
on weekly working hours—some codes 
imposed more than one limit. These 
limits were as follows:? 


Taste I. Maximum Hours 
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Although all of the codes contain 
minimum wage provisions, only 10 of 





2 If the index of the Federal Reserve Board is to be 
trusted, industrial production in July reached the 
1923-25 level. The behavior of the index, however, 
compels one to doubt its accuracy as a measure of 
variations in industrial activity. It appears to 
present an exaggerated picture of the fluctuations in 
output. 

3 The great majority of the codes modified their 
general limits on working time in one or more of the 
following ways: (1) by exempting certain workers 
altogether; (2) by exempting all the workers during 
specified periods; (3) by exempting certain workers 
to a limited extent; (4) by providing that the general 
limit on hours shall apply only as an average over 
periods ranging up to a year, with or without an addi- 
tional longer limit on the hours that may be worked 
in any one week. 


the 108, approved by December 1, 
provide special wage scales for skilled 
labor. Most codes, however, contain 
provisions intended to protect the earn- 
ings of skilled workers from being 
reduced by the cut in the working week. 
Sometimes the provision is merely a 
statement that “‘equitable” readjust- 
ment must be made in wages above the 
minimum. In other codes there is a 
definite requirement taking one or both 
of the following forms: (1) wage dif- 
ferentials existing at a given date, 
usually July 1, must be maintained 
either completely or up to wages of $35 
a week; (2) workers must be paid as 
much for the new, shorter working week 
as they had been for the longer week. 
The latter requirement is sometimes 
limited by the provision that wage 
rates need not be increased more than 
a given percentage, usually 15%, or 
that hours in excess of a given number, 
usually 54, which had been worked 
previously need not be counted. The 
minimum wages prescribed for regular 
male workers in the 108 codes are as 
follows :4 


Tasie IJ. Minimum WAGES 
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4 Special provisions for such groups as office and 
errand boys and casual laborers have not been tabu- 
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As Table I shows, it has been more or 
less standard procedure in code-making 
to limit the working week to 40 hours. 
This is also the limit imposed by the 
President’s Reemployment Agreement.°® 
The general imposition of a limit of 40 
hours has greatly accelerated the ab- 
sorption of the unemployed. ‘This is 
reflected in the fact that, whereas a 
jump of from 60% to 100% in factory 
output between March and July caused 
the index of factory employment to 
rise only from 56.8 to 70.1, between 
July and October, when the codes and 
the President’s Reemployment Agree- 
ment were being applied, factory em- 
ployment gained from 70.1 to 73.9 in 
the face of a 21% drop in factory 
production. The total gain of em- 
ployment between March and Novem- 
ber has been about 3,500,000. About 
half of this gain is attributable to the 
improvement in business. ‘The other 
half seems to be the result of the 
limitation of hours under the codes and 
the President’s Reemployment Agree- 
ment. Since the 40-hour limitation is 
in almost universal effect, it is safe to 
say that its effect upon employment 
has been pretty completely exhausted 





lated. Many codes set different minima for different 
occupational groups of unskilled workers. For 
example, 40 out of 83 codes setting hourly minimum 
wages, usually for factory workers, set weekly wage 
rates for office employees or other workers. In six 
instances the minimum wage is not absolute. In- 
stead, the code provides that in specific cases wage 
rates prevalent in 1929 should be increased by not 
more than 20% up to the given minimum. In six 
other cases, two minima are included in the code. 
The lower applies only where wage rates in 1929 had 
been lower than the higher minimum set for the 
industry. In these six cases only the lower rate has 
been tabulated. 

5 The general limit under the P. R. A. is 40 hours. 
In manufacturing, however, the limit is 35, subject 
to the qualification that it may be 40 for any six 
weeks between August 1 to December 31, 1933. 

6 Again I should refer to the fact that the Reserve 
Board index of industrial production gives an exag- 
gerated picture of fluctuations in industrial output. 
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and yet 7,000,000 employable men are 
without jobs. These 7,000,000 can be 
absorbed only by still further reduc- 
tions in the working week or by a revival 
of business. 

The Recovery Act and the President’s 
Reemployment Agreement have un- 
questionably reduced differentials in 
wages between competing plants, but it 
is impossible to measure the effect 
because data are not available to com- 
pare present wage scales with previous 
ones. Forty-eight out of 108 codes 
provide for no differential in wage 
scales at all. Table III indicates the 
amount of the wage differentials in 60 
codes.’ 

Exactly half of the 60 differentials 
are less than 20%. Of course it does 
not follow that the spread in rates has 
been reduced to the amount of the 
permitted differentials, because many 
plants were paying and still pay more 
than the higher minimum. The codes 
which stipulate that wage differentials 
within the plant be maintained naturally 
compel the largest increases in plants 
which were farthest below the new 
minimum requirements for unskilled 
labor. And the codes which require 
that workers must be paid as much 
for the new, shorter working week as 
for the longer one compel the largest 
rate increases in plants which formerly 
had the longest working week. Almost 
invariably these were the plants in which 
hourly earnings were lowest. In fact 
there is reason to believe that the codes 
have reduced the spread in wage rates 
between plants about as fast and as 
much as is practicable. There is obvi- 
ous danger that enterprises which have 


7 The wage differentials tabulated are those for 
regular workers of the lowest grade. Except in the 
cases included in the first and last column, wage 
differentials for other classes of labor are usually 
included in the codes. These differentials have not 
been tabulated. 
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grown up in part as a result of large 
wage differentials will be unable to 
adjust themselves to the new conditions 
of competition and that it will be 
necessary to give them relief in order to 
avoid driving too many out of business. 
The amount of relief that will be needed 
will depend upon how rapidly business 
improves. 
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Agreement, they made a profit of 
$97,000,000, against a profit of $78,000,- 
ooo in the preceding quarter and a 
loss of $11,000,000 in the third quarter 
of 1932. 

One might infer from these figures 
that costs have not been raised too 
rapidly. But the picture has another 
side. Between July and October, in- 
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Have the regulation of hours and 
wages by the codes and the President’s 
Reemployment Agreement retarded the 
recovery of business by saddling it with 
higher costs than it is able to bear? 
The increase in wage rates appears 
to have been only sufficient on the 
average to maintain the weekly earn- 
ings of factory workers, for between 
July and October weekly earnings in 
factories increased from $19.15 to 
$19.46. A compilation of the state- 


ments of 107 industrial companies 
shows that during the third quarter, 
when they were operating under codes 
or the 


President’s Reemployment 
ploy 


dustrial production dropped 21% but 
the wage bill of manufacturers increased 
15%. The increase of costs in the 
face of falling production is disturbing. 
Even more serious is the fact that a 
large proportion of enterprises are 
still losing money. In the second 
quarter, over 40% of the 107 companies 
tabulated operated at a loss, and in the 
third quarter about 23%. During the 
fourth quarter, probably one-third of 
the group will lose money. The danger 
is that these firms will be so compelled 
to reduce their buying, and that their 
troubles will so undermine business 
confidence, that the total demand for 
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goods and the total volume of employ- 
ment will drop. Whether or not the 
codes and the Reemployment Agree- 
ment have raised costs too much 
depends upon how rapidly the revival 
of business proceeds. If the revival 
proceeds rapidly enough, the National 
Recovery Act will prove to be an 
exceedingly valuable relief act, dis- 
tributing the benefits of recovery more 
widely and promptly than would other- 
wise occur. But if independent forces 
do not produce recovery rapidly enough, 
the advance in costs may interrupt 
the recovery and, indeed, precipitate 
widespread price slashing and wage 
cutting. No code authorities, how- 
ever competent, can prevent an un- 
restrained struggle for survival, with 
wholesale violation of the codes, if the 
costs imposed on industry are too 
burdensome.® 


danger in raising wages; this school asserts that higher 
wages are exactly what industry needs in order to 
become prosperous, that industry is suffering from 
insufficient consumer purchasing power, and that 
wage increases will supply this lack. Indeed, by some 
people the Recovery Act is regarded as an attempt to 
create consumer purchasing power by raising wages. 
The theory that consumer demand can be increased 
by raising wages presupposes that the demand for 
labor is inelastic. The elasticity of the demand for 
labor varies under different conditions. For a certain 
minimum quantity of labor needed to conduct routine 
operations, the demand is probably inelastic. But 
labor used in maintenance and repairs, in construction, 
in building equipment, and in doing experimental 
work is certainly elastic in demand. It may be 
argued that in the spring of 1933 the very severity 
of the depression had caused labor forces to be cut 
to a point where only the most immediately essential 
labor was being purchased and that the kinds of labor 
for which demand is elastic were not being bought 
atall. Furthermore, it may be argued that the sever- 
ity of the depression was causing business enterprises 
to make virtually no commitments that were not 
immediately necessary, with the result that the turn- 
over of bank balances owned by business enterprises 
had become very low. Consequently it may be 
argued that under these very special conditions a law 
compelling business enterprises to pay higher wages 
would increase not only consumer purchasing power 
but the demand for goods in general. This reasoning 


The Right to Organize and to Bargain 
Collectively 


Greater even than the issues of 
wages and hours raised by the National 
Recovery Act, is the issue of labor 
organization. The vast majority of 
American employers have been either 
opposed or indifferent to labor organ- 
ization in all forms—indeed, until the 
summer of 1933 only a few were willing 
to introduce employee-representation 
plans into their plants. The National 
Recovery Act contemplates organiza- 
tion by employers to regulate competi- 
tion. But the Government could 
scarcely foster the organization of 
employers without also encouraging it 
among wage earners. Furthermore, 
the enforcement of the labor provisions 
in the codes requires the organization 
of wage earners. Circumstances, how- 
ever, led the Government to give its 
encouragement to labor organization 
in broad and indefinite terms. For one 
thing, the recovery program required 
the cooperation of industry, and that 
cooperation might be withheld if tk 
Government went too far in encour- 
aging labor to organize. Furthermore, 
differences in the ranks of labor as to 
the most desirable kind of organization 
made it impracticable for the Govern- 
ment to sponsor a definite plan of 
organization. ‘The result has been the 
famous Section 7a, based upon sub- 
section three of Section 2 of the Rail- 
way Labor Act of 1926 (c. 347, 44 
Stat. 577). Section 7a declares that 
employees “‘shall have the right to 
organize and_ bargain _ collectively 
through representatives of their own 





ignores the effect of higher wages upon business credit 
and business confidence, at a time when orders are 
falling and a large proportion of enterprises are 
operating ata loss. The demand for labor in a credit 
economy probably never becomes as inelastic as this 
theory assumes. 
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choosing, and shall be free from the 
interference, restraint, or coercion of 
employers of labor, or their agents, in 
the designation of such representatives, 
or in self-organization or in other 
concerted activities, for the purpose of 
collective bargaining or other mutual 
aid or protection.” It further stip- 
ulates that “‘no employee and no one 
seeking employment shall be required 
as a condition of employment to join 
any company union or to refrain from 
joining, organizing, or assisting a labor 
organization of his own choosing.” 
Thus wage earners are given encour- 
agement, in very general terms, to 
organize; employers are prohibited, 
also in general and perhaps unenforce- 
able terms, from interfering with the 
organizing activities of wage earners; 
and the kind of representation which 
wage earners shall have is left (nomi- 
nally at least) to their own choice. 
The National Recovery Act has 
precipitated the greatest organizing 
movement in the history of American 
trade unionism. Several times in the 
past the membership of American 
trade unions has taken a sudden jump. 
Between 1885 and 1886 the membership 
of the Knights of Labor increased from 
100,000 to 700,000; between 1902 and 
1903, the membership of the American 
Federation of Labor increased from 
1,024,000 to 1,466,000, and between 
1919 and 1920 from 3,260,000 to 
4,079,000. But the current jump in 
trade union membership exceeds any 
of the gains in the past. On October 
1, William Green reported that the 
membership of the American Federation 
of Labor was 3,926,796. Examination 
of the basis for Mr. Green’s estimate 
led me to believe that it should have 
been reduced by about 200,000. At 
the time of his estimate 584 new federal 
union charters had been granted since 
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the first of July. By December 13th, 
the number of federal charters granted 
since the first of July had passed 870. 
The national and international unions 
in the Federation had continued to 
gain in membership. Consequently, 
it seems safe to infer that by the middle 
of December the membership of the 
Federation of Labor had almost reached 
4,078,000, which was the average mem- 
bership in 1920, the peak year. Within 
the short space of a few months, there- 
fore, the Federation has regained the 
losses of fifteen years. The average 
monthly membership of the Federation 
for the year ending August, 1933, was 
2,127,000. For some months of the 
year the membership must have been 
below this figure. One might infer, 
therefore, that during the last few 
months the membership of the Federa- 
tion has doubled. ‘This would be an 
exaggeration, however, because the 
Federation’s figures represent paid-up 
membership, and part of the recent 
gains represents an increase in the 
members paying dues rather than the 
acquisition of new recruits. Never- 
theless, if we assume, as would not be 
unreasonable, that approximately all 
of the gain over the paid-up member- 
ship of a year ago represents new 
recruits, the growth in membership 
is 1,500,000. Particularly significant 
has been the spread of trade unionism 
among the semiskilled workers in the 
mass-production industries, among 
whom organization has heretofore made 
little progress. Large groups of trade 
unionists now exist in the automobile, 





9 “Federal unions” are organized in occupations or 
industries when there is no national or international 
union or when the number of workers in the several 
occupations in the plant or the locality is too small to 
provide the minimum number required to obtain a 
local charter from the national or international union. 
The federal unions are directly affiliated with the 
American Federation of Labor. 
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rayon, radio, rubber, battery, leather, 
steel, meat packing, and_ other 
industries. 

The immediate cause for the great 
growth in trade unionism has been the 
National Recovery Act. By this I 
mean, not merely the official blessing 
conferred on organization and collective 
bargaining by Section 7a, but the 
encouragement given to organization 
in public statements by the adminis- 
trators of the Act” and the participa- 
tion of organized labor in the adminis- 
tration of the Act. ‘This participation, 
it is true, has been very limited and for 
that reason unsatisfactory to the trade 
unions. Under the law the codes are 
agreements between the President and 
employers, and few unions have pos- 
sessed sufficient bargaining power to 
gain the opportunity to participate in 
the negotiations and conferences that 
represent the real process of code 
making.'! But to advise the Presi- 
dent’s representatives in drafting codes 
a Labor Advisory Committee was 
created, and on this committee trade 
unionists predominate. This recogni- 
tion of organized labor has enhanced 
its prestige and has convinced many 





1 Before the American Federation of Labor on 
October 10, General Hugh S. Johnson said: “‘ You 
cannot have cooperation without organization. 
Seven million industrial operations cannot act on a 
general plan without some system of organization, 
neither can 40,000,000 individual workers. This 
plan is to get complete cooperation by organization— 
the organization of each great industry and parallel 
with it the organization of workers in each great 
industry. This is the first and fundamental idea of 
NIRA—organization to the ultimate.” 

In a radio address, Donald R. Richberg said: 
“It is simply impossible to maintain satisfactory 
labor relations in modern enterprises or fair competi- 
tion between industrial units without some form of 
labor organization. It is impossible to carry out 
programs to stabilize production and employment 
without the cooperation of genuinely representative 
labor organizations.” 

11 Exceptions are the unions in the coal industry, 
building trades, needle trades, and printing industry. 


workers that their interests will not 
be adequately represented in Washing- 
ton unless they themselves join the 
labor movement. 

But the Recovery Act is only half of 
the explanation for the spectacular 
jump in trade—union membership. 
Behind the stampede to organize have 
been the millions of personal tragedies 
of the long depression. Against an 
economic system which operates with 
so little regard for human happiness, 
millions of men have been eager to 
revolt. The Recovery Act is an invita- 
tion to revolt and it has precipitated a 
rush to organize simply because so 
many men have been yearning for a 
way to harness and control the economic 
system which had been dealing them 
such cruel buffets. Curiously enough 
the final prick which has prodded men 
into organizing has in many cases been 
the application of the codes or of the 
President’s Reemployment Agreement. 
The wage advances for some classes of 
employees, especially the skilled groups, 
have often been insufficient to prevent 
a reduction in weekly earnings. These 
workers, therefore, have looked upon 
the shorter working week as simply 
another wage cut. In other cases the 
fact that the lowest paid groups have 
received increases in weekly earnings 
under the codes and that the higher 
paid have only had their weekly earn- 
ings maintained has provoked intense 
dissatisfaction. 





Employee-representation 


Plans 


Just as the National Recovery Act 
started a rush into labor unions, so 
also has it led hundreds of employers 
to organize employee-representation 
plans. Ever since 1926 the number of 
these plans had been slowly declining. 
In that year the National Industrial 
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Conference Board estimated that 
employee-representation plans were op- 
erated by 432 companies with approxi- 
mately 1,600,000 employees; by 1932, 
the number had dropped to 313 com- 
panies with 1,263,000 employees.'? In 
the hope that their workers might 
exercise the right of collective bargain- 
ing (conferred by Section 7a) through 
employee committees rather than trade 
unions, managements have hastened to 
install employee-representation plans. 
Indeed, the increase in wage earners 
covered by new employee-representa- 
tion schemes since June, 1933, probably 
exceeds the gains in trade union mem- 
bership. Certainly the employees cov- 
ered by these plans have more than 
doubled. Large companies, such as 
the United States Steel Corporation, 
which have never tolerated employee 
committees, have hastily organized 
them, and 85% of the workers in the 
steel industry are now said to be covered 
by employee-representation plans. In 
the automobile industry, where em- 
ployee committees have traditionally 
been frowned upon, plans have been 
established in the plants of General 
Motors, Chrysler, Packard, Hudson, 
and others. Chemical producers, radio 
manufacturers, shipbuilders, and a vast 
variety of other enterprises have set up 
plans. 

No less significant than the increase 
in the number of employee-representa- 
tion plans have been the changes in 
their methods of operation. ‘There 
have always been great differences in 
the plans. Under a few of the most 
highly developed, such as those on some 
railroads, in the Western Union Tele- 





12 These figures indicate that the enterprises drop- 
ping plans were for the most part small. Some 
concerns, such as the Bethlehem Steel Corporation, 
have introduced plans into new plants acquired by 
the company. 
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graph Company, and the Pullman 
Company, agreements have been nego- 
tiated between the employee repre- 
sentatives and the company, setting 
forth, in the manner of agreements 
with trade unions, a wage scale and 
detailed rules governing working condi- 
tions. Ina few cases, as on the Union 
Pacific and the Southern Pacific, the 
employees have associations with lodge 
meetings, dues, and full-time officers 
who devote themselves exclusively to 
handling cases for the employees.'* 
So active has been the shopmen’s 
association on the Southern Pacific that 
it has carried more cases to the United 
States Railroad Board of Mediation 
that any organization of railroad work- 
ers. In manufacturing industries, how- 
ever, most employee-representation 
plans have been of the joint-council 
type. ‘The council consists of the 
representatives of management and of 
employees. Much of the business is 
transacted through subcommittees, on 
which both employees and management 
are represented. Although separate 
meetings of employee representa- 
tives were not prohibited, they have 
rarely occurred and in some cases have 
been frowned upon. The business of 
the councils and their committees has 
consisted in the main of handling the 
complaints or suggestions of individual 
workers or small groups. In some 
councils general changes in wages and 
working conditions were discussed, but 
the majority of the councils functioned 
only as grievance and cooperative com- 
mittees. There was little or no col- 
lective bargaining, and their discussions 
did not result in written agreements 





18 On some railroads part or all of the expenses of 
employee committees and employee associations have 
been paid by the roads. The Federal Coordinator of 
Transportation has recently attempted to control the 
subsidizing of employee committees by railroads. 
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governing wages and working condi- 
tions. A few plans, such as that of the 
International Harvester Company, pro- 
vided for reference of unsettled disputes 
to an outside arbitrator, but as a rule 
the ultimate source of authority was 
the management. For all of these 
reasons there has been doubt whether 
many employee-representation plans 
provide for collective bargaining as 
contemplated by Section 7a. ‘This 
doubt has led to modifications in some 
of the older plans. Specific provision 
for separate meetings of employee 
representatives has been introduced, 
and provision has been made for arbi- 
tration of unsettled questions by neutral 
outsiders—in some cases by industrial- 
relations committees to be established 
under the codes. 

Most important of all has been the 
question of the qualifications of em- 
ployee representatives. Almost uni- 
versally employee-representation plans 
have stipulated that representatives 
must be employees of the company 
usually for a period of a year or more. 
Section 7a definitely states that em- 
ployees may bargain through “repre- 
sentatives of their own choosing’— 
which obviously means any one whom 
they care to select, whether a fellow- 
employee or not. Some managers take 
the position that in accepting the plan 
of representation, the employees volun- 
tarily give up their right to be repre- 
sented in another way. It is difficult 
to see how this position can be sus- 
tained, particularly if the plan contains 
no time limit. In the absence of a 
written agreement expiring at a definite 
date the employees would seem to have 
the right to change their representa- 
tives (whether these be a committee of 
employees or officers of a union) at any 
time. Some employers attempt to cir- 
cumvent this difficulty by permitting 


the plan (including the qualifications 
of employee representatives) to be 
amended by a three-quarters vote of 
the joint council. Such a provision, 
however, fails to meet the requirement 
of Section 7a, because it permits repre- 
sentatives of management to participate 
in determining the qualifications of 


employee representatives. Other em- 
ployers attempt to confine repre- 
sentation to employees by making 


representation a matter of agreement 
with their employees. These agree- 
ments may be submitted to a vote of 
ratification. They run for a definite 
period of time, they may contain 
stipulations concerning wages and work- 
ing conditions, and they provide that 
all differences between the men and the 
management shall be settled through 
thema chinery of the employee-repre- 
sentation plan. Since the plan provides 
that employee representatives shall be 
employees of a given period of service, 
the handling of grievances through out- 
siders is apparently excluded by the 
agreements. ‘The status of such agree- 
ments has not been authoritatively 
passed upon by the administrators of 
the Recovery Act. As trade unions 
have always stressed the necessity of 
faithful observance of contracts by 
both parties, they are in a vulnerable 
position in attacking agreements, unless 
they produce evidence that the em- 
ployers used undue influence in effecting 
them. 

The rapid and simultaneous growth 
of trade unions and employee-repre- 
sentation plans has naturally brought 
the two into direct competition in 
many plants. In fact it is probable 
that industrial relations in this country 
during the next decade will be molded 
in the main by struggles between 
unions and employee committees for 
the right to represent the workers. 
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Cases can be found of old-established 
employee-representation plans which 
have functioned so satisfactorily that 
the men have not been interested in 
joining trade unions at a time when the 
workers in other plants in the same 
industry and the same city or even in 
other plants of the same company 
have been joining. In other instances, 
however, employee-representation plans 
have been abandoned for trade unions.'4 
The employees of the Denver Tramway 
Corporation recently voted 353 to 325 
to be represented by a trade union. 
The movement to abandon employee- 
representation plans for trade unions 
has been particularly widespread on the 
railroads. On the Chesapeake and 
Ohio, the general chairman of the 
Chesapeake and Ohio Clerical Associa- 
tion, who had been paid by the rail- 
road, resigned stating that he was 
“fed up” with company unionism and 
would henceforth work for the Brother- 
hood of Railway Clerks. The Clerks 
have made great gains on the Central 
of Georgia, Pere Marquette, and a 
numberofsmallerroads. The Brother- 
hood of Railway Carmen reports that 
it has been organizing new locals on 
*“company-union”’ roads on the average 
of about one a day since July 1—137 
in all on §5 railroads between July 1 
and December 1. A conspicuous de- 
cision to handle wages and _ hours 
through a trade union rather than 
through employee-representation plans 
was recently made by the employees in 
the coal mining department of the 


14 Tt must be borne in mind that some managements 
took little interest in their representation schemes 
and that they handled few cases under the plans. 
It is a safe generalization that an employee-represen- 
tation plan will not work unless the higher manage- 
ment is keenly interested in its success. If the plan 
is left to survive or perish, the foremen will usually 
see that it becomes ineffective. 
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Colorado Fuel and Iron Company who 
voted 877 to 273 in favor of the union.!® 

Experience shows that employees 
will often accept a representation plan 
by a large vote and yet will continue 
to join a union in large numbers. 
Consequently many strikes for union 
recognition have followed shortly the 
acceptance of employee-representation 
plans. Some managers attempt to 
avoid the issue of who has the right 
to represent the employees by consent- 
ing to meet all committees which claim 
to speak for all or part of the men. 
Meeting a committee does not neces- 
sarily mean making concessions to it 
and certainly does not mean signing an 
agreement with it. In fact, the em- 
ployer is free to choose the committee 
to which he will make concessions. 
Other employers have taken the posi- 
tion that acceptance of an employee- 
representation plan by the workers 
makes committees, selected under the 
plan, representative of the men and 
relieves the employer of the obligation 
to deal with other committees. The 
National Labor Board, which will be 
discussed presently, has attempted to 
settle disputes over who are the properly 
authorized representatives of the em- 
ployees by holding a vote by secret 
ballot under the direction of repre- 
sentatives of the Board. The Board 
has conducted over 30 votes. In about 
three out of four cases the vote has 
favored the representatives of the union. 
In some important cases, however, 
the union has lost. For example, the 
United Mine Workers failed to win the 
vote in 9 out of 28 “‘captive” mines in 
western Pennsylvania. On December 
2, the vote in the Hughes Tool Company 
of Houston went against the union by 





% This vote does not abolish the employee-repre- 
sentation plan for other purposes and does not affect 
the plan in the steel mills of the company. 
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1,000 to 600. A union official who has 
had much experience in these votes 
says that it is usually easy for the union 
to win when the men are forced to strike 
in order to havea vote. ‘That solidifies 
them against the employer. 

The success of the trade unions in 
winning an overwhelming proportion 
of votes has aroused intense opposition 
among many employers against per- 
mitting votes to be held under the 
auspices of the National Labor Board or 
its agencies. The E. G. Budd Manu- 
facturing Company recently refused to 
abide by a recommendation of the 
Philadelphia Regional Labor Board that 
a vote be held under the Board’s 
auspices to select representatives for 
the employees. Other aspects of this 
case will be discussed below. Shortly 
afterwards the Weirton Steel Company 
refused to live up to an agreement which 
it had previously reached with the 
National Labor Board for a vote under 
the Board’s auspices in three of its 
plants in Ohio and West Virginia. 
The Weirton Company then held 
a vote under the auspices of its 
own employee representatives. The 
issue is obviously of the greatest 
importance, for if employers and their 
agents are permitted to take charge of 
the votes, Section 7a will become a 
scrap of paper. 


The Settlement of Labor Disputes under 
the Codes and the President’s 
Reemployment Agreement 


Two principal classes of cases arise 
in administering the labor provisions of 
codes: (1) cases of failure to observe the 
minimum-wage and maximum-hour 
requirements; (2) cases arising in con- 
nection with the interpretation of Sec- 
tion 7a which, by law, is incorporated 
in each code. In addition, there are 
bound to be disputes from time to time 
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over the demands of labor for better 
conditions than the minimum stand- 
ards provided in the codes. 

Had it been possible to establish 
codes in all industries immediately and 
to have instituted with each code 
machinery for settling cases under it, 
there might have been no need for 
general machinery of adjustment, except 
perhaps a court of ultimate appeal to 
assure uniformity of interpretations. 
Although the wage and hour provi- 
sions of the codes and the President’s 
Reemployment Agreement often re- 
quire interpretation, the questions 
which arise under them are matters of 
detail and are not likely to produce 
industrial disputes. In fact, the prob- 
lem created by these provisions is 
primarily one of policing rather than of 
interpretation. But Section 7a, which 
was made applicable to industry by the 
President’s Reemployment Agreement 
even before the establishment of codes, 
soon led to many industrial disputes 
and threatened disputes. Naturally 
wherever trade unions and committees 
established under employee-represen- 
tation plans are in competition for the 
support of the employees, there is 
likely to be a dispute over who repre- 
sents theemployees. Furthermore, the 
efforts of employers to dissuade their 
men from joining trade unions raises 
questions under the clause requiring 
that employees “‘shall be free from 
interference, restraint, or coercion from 
the employers of labor or their agents” 
in self-organization or the designation 
of their representatives. Consequently, 
machinery for settling industrial dis- 
putes was needed at once. Action was 
precipitated by the rapid increase in 
strikes which followed the recovery of 
business. ‘This is a normal result of 
business improvement—in 1923, for 
example, there were 40% more strikes 
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than in 1922. The strike movement 
began late in the spring of 1933, when 
the number of new strikes jumped from 
72 in April to 133 in May. In July, 
there were 219 new strikes, the largest 
in any single month since May, 1923. 
On August 5, following several days of 
conferences with the Industrial and 
Labor Advisory Boards, the President 
announced the appointment of the 
National Labor Board. 

As will appear presently, most of 
the Board’s work has been the inter- 
pretation of Section 7a. By November 
18, the Board had received 137 “‘cases,”’ 
of which 79 had been settled.’ It is 
the policy of the Board, where possible, 
to effect agreements between the parties 
rather than to render decisions. Only 
11 of the 79 settlements represented 
decisions of the Board. It should be 
remembered, however, that the dis- 
tinction between an agreement and a 
decision is not always clear and sharp, 
and some agreements may be made 
only with great reluctance and under 
strong pressure from the Board. 

Valuable and indeed essential as the 
Board has been, it has not been able 
to stem the rising tide of industrial 
disputes which is a normal concomitant 
of recovery. The number of new dis- 
putes in August and September was less 
than in July, but the number of man- 
days lost was greater. In fact, during 





16 The difference between 137 and 79 does not repre- 
sent failures on the part of the Board. Twenty-two 
were pending, five had been settled by the parties, 
sometimes with assistance from the Board or its 
representatives. Nineteen had been referred to 
Regional Labor Boards, five had been referred to the 
Department of Labor or special committees, seven 
had been discontinued. 

The Board had dealt with far more than 137 
situations, because it was able to dispose of many 
questions by correspondence. ‘“‘Cases” are questions 
which could not be settled merely by correspondence, 
but which required either sending a representative 
of the Board to the scene as a mediator or holding 
hearings by the Board or part of the Board. 
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the three months, July, August, and 
September, there were as many new 
disputes as in the entire year 1932." 

It soon became plain that a single 
Board in Washington could not dispose 
of the many labor disputes which were 
arising and which probably would con- 
tinue to arise in the future. Many 
employers and labor leaders believe 
that each industry should establish 
machinery for settling its own disputes. 
An opportunity for creating such ma- 
chinery is afforded by Section 7b, under 
which mutual agreements between em- 
ployers and employees may have the 
same effect as codes of fair competition 
when approved by the President. This 
method has been followed in the bitu- 
minous coal industry where union organ- 
ization is strong. The operators and 
the union have entered into agreements 
which, in addition to prescribing rules 
and working conditions, establish ma- 
chinery for settling disputes, culminat- 
ing in a national board of two operators 
and two union representatives; with 
final appeal, if necessary, to an umpire 
selected by the board or, in event of its 
failure to agree, by the Administrator 
of the National Recovery Act. 

In the cotton-textile industry, where 
there is relatively little union organiza- 
tion, the code provides for a Cotton 
Textile National Industrial Relations 
Board appointed by the Administrator. 
One of the three members is nominated 
by the employers, one by the Labor 
Advisory Board, and the third is 
selected by the Administrator. Upon 
the nomination of this national board, 
state boards may be constituted. Fur- 
thermore, in any cotton-textile mill 





17In 1932, there were 808 new disputes; in July, 
August, and September, 1933, there were 809. In 
1932, there was a loss of 6,462,973 man-days; in 
July, August, and September, 1933, a loss of 7,082,319 
man-days. The figures of disputes are published cur- 
rently in the Monthly Labor Review. 
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where a controversy arises over working 
conditions, the employer and the em- 
ployees may establish an industrial 
relations committee. ‘The employer or 
the employee, or both, may apply to 
the state industrial relations board for 
assistance in establishing such com- 
mittees. It is interesting to observe, 
however, that the machinery estab- 
lished under the cotton-textile code is 
severely criticized by the union on the 
ground that the plant industrial rela- 
tions committees tend to discourage 
employees from joining the union and 
thus may tend to become “‘company 
unions.’ 

In most industries the establish- 
ment of special machinery for handling 
labor disputes has been prevented by 
the controversy over trade unionism. 
The Labor Advisory Board favors an 
arrangement similar to, but not iden- 
tical with, that in the cotton-textile 
industry—joint industrial relations 
boards in each major industry or 
groups of related industries. The labor 
representatives would be appointed 
by the Labor Advisory Board, the 
employer representatives by the busi- 
ness representatives of the code author- 
ity, and the neutral member by the 
members of the joint board. Sub- 
sidiary agencies might be established 
by the joint board at its discretion. 
Employers object to this arrangement 
because the Labor Advisory Board 
consists almost entirely of trade union- 
ists, who presumably would only nom- 
inate union members to represent labor. 
Employers argue that, in industries 


18 In an effort to avoid this objection, the code pro- 
vides that the term of service of the mill committees 
shall be limited to the adjustment of the controversy 
or problems which the committee was appointed 
to handle. But, obviously, nothing would prevent 
the reappointment of the same personnel whenever 
controversies arose. 
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where relatively few workers are union- 
ists, the representation of labor should 
not be monopolized by unions. In the 
petroleum industry, where less than 
half of the workers are unionists, an 
interesting attempt made to establish 
a joint industrial board on which one 
representative of labor was a trade 
unionist and another a committeeman 
from the employee-representation plan 
of the Standard Oil Company of 
New Jersey. The appointments were 
made by Secretary Ickes. The Federa- 
tion of Labor took the stand, how- 
ever, that its members would not 
join with committeemen from employ- 
ee-representation plans in representing 
labor; as a result, three neutral members 
were appointed. 

Now, one can blame the unions for 
refusing to sit in negotiations with 
labor representatives who are not be- 
yond all suspicion of being free from 
employer influence. But the mere fact 
that a labor representative is not a 
trade unionist and does not represent 
union members does not justify trade 
unionists in refusing to sit with him, 
provided he is the real choice of the 
employees. In fact, if Federation 
members are satisfied on this point, 
they probably will not refuse to sit. 
For the time being, however, the 
problem of providing representatives 
for labor may delay indefinitely the 
establishment of joint industrial rela- 
tions boards in industries which are 
divided within themselves by employee- 
representation plans in some plants 
and union recognition in others. 

Since the National Labor Board 
requires assistance in disposing of dis- 
putes, it announced in September that 
it would organize regional labor boards; 
by the end of November there were 
seventeen. For the time being, they 
are filling the gap created by the failure 
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of most industries to establish their 
own machinery for settling disputes. 


Machinery for Administering the Hour 
and Wage Provisions of the Codes 


Each code provides for a code author- 
ity which has the duty of cooperating 
with the Recovery Administration in 
administering the code. This means 
that part of its duties consists in 
adjusting complaints of noncompliance 
with provisions regulating wages and 
hours. Because codes are agreements 
between the industries and the Presi- 
dent, many business men have felt 
that the code authorities should consist 
only of representatives of the industry 
and the Government. But the pro- 
visions of the codes and their method 
of enforcement interest labor and con- 
sumers no less than employers. So 
organized labor and the Consumers’ 
Advisory Board have insistently de- 
manded that labor and consumers 
receive recognition. Labor argues that 
it needs representation in order to 
have dependable access to information 
concerning the operation of the codes 
and particularly to obtain information 
concerning costs, profits, and the indus- 
try’s ability to pay wages. 

In a few industries where trade 
unions are strong and the issue of 
union recognition no longer exists in 
most plants, trade unions have been 
given representation on the _ code 
authorities. In the cloak and suit 
industry, 2 out of 12 members of the 
code authority are selected by the 
International Ladies Garment Work- 
ers’ Union; 5 out of 13 members of the 
code authority for the legitimate 
theatre industry represent labor—4 
from trade union groups; 2 out of 12 
members of the hosiery code authority 
represent labor; and 5 out of 23 mem- 
bers on the code authority of the 
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men’s clothing industry represent labor. 
The labor members vote only when 
questions regarding labor are involved. 

Most codes provide that the code 
authority shall consist of representa- 
tives of the industry and three mem- 
bers without vote who are appointed 
by the Administrator of the National 
Recovery Act. ‘This creates the possi- 
bility of the Administrator appointing 
one representative of labor, one of con- 
sumers, and one of the Government. 
Objections on the part of business to 
consumer and labor representatives 
has delayed the appointment of the 
nonvoting members. On December 4, 
General Johnson named John L. Lewis 
of the United Mine Workers as one 
of three governmental representa- 
tives on the National Bituminous 
Coal Industry Board. On most code 
authorities, however, there is still 
no representative of labor or con- 
sumers. 

Since the code authorities represent 
the industries, they cannot be entrusted 
with full responsibility for obtaining 
compliance with code provisions. If 
it were possible to establish joint 
industrial relations boards or com- 
mittees in each plant and in each 
industry or group of industries, the 
responsibility for adjusting complaints 
of noncompliance with hour and 
wage provisions might be entrusted 
to them—subject to certain reserva- 
tions necessary to obtain uniformity 
of interpretation in different industries. 
But since joint committees and boards 
cannot at the moment be organized in 
most industries, it has been necessary 
to use another method to administer the 
wage and hour provisions of the codes. 
For this purpose the labor branch of the 
National Compliance Division has been 
created. It is planned to replace the 
present 26 temporary district com- 
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pliance directors with 48 state directors 
who will be assisted in each state by 
an adjustment board consisting of a 
representative of industry, a_ repre- 
sentative of labor, and of the public. 
It is contemplated that the state 
director or his agent will be able to 
adjust the great majority of complaints. 
If he fails, the case will go to the State 
Adjustment Board. From this body, 
appeal may be taken to the National 
Compliance Director who may make a 
decision or refer the case to the Deputy 
Administrator or to the National Com- 
pliance Board. The Board must de- 
cide whether to attempt an adjustment 
itself, to take no action, or to refer 
the case to the Federal Trade Commis- 
sion or the Attorney General. The 
National Compliance Division has no 
power ofenforcement. It may attempt 
adjustments and may make recom- 
mendations, but enforcement is the 
task of the Department of Justice or 
the Federal Trade Commission. 


The Interpretation of Section 7a 

Section 7a was necessarily drawn in 
general terms and confined to broad 
statements of principle. This means 
that it requires interpretation. The 
ultimate interpretation of the section, 
of course, will be made by the courts 
if and when employers contest the 
interpretations of administrative agen- 
cies. The National Recovery Admin- 
istration has very sensibly refused to 
permit advance interpretations to be 
embodied in codes. Interpretations 
which fit the complexities of business 
must be made in the light of particular 
circumstances and by the case method. 
The interpretation of Section 7a has 
been a major task of the National 
Labor Board. ‘Two principal questions 


have arisen: (1) who has the right to 
represent the employees? and (2) what 
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constitutes “‘interference, restraint, or 
coercion”’ of employees? How largely 
the work of the Board has been con- 
cerned with these issues is indicated 
by the fact that no less than 78 out of 
137 cases which reached the Board 
involved the issue of union recognition 
or interference by the employer with 
union activity.” 

In the past many employers have 
refused to deal with committees which 
included nonemployees or “‘outsiders.”’ 
If the outsiders were union representa- 
tives, dealing with them constituted, 
in the eyes of the management, some 
measure of “union recognition.”” This 
was the position taken by Mr. Gary. 
Section 7a definitely deprives employers 
of the right to refuse to deal with 
outsiders providing these outsiders rep- 
resent the employees.” As previously 
pointed out, some employers endeavor 
to avoid raising an issue over who are the 
chosen representatives of the employees 
by consenting to meet all committees. 
Other employers insist that the accept- 
ance of an employee-representation 
plan by the employees makes the com- 
mittees selected under the plan the 
representatives of the workers and 
relieves the employer of the obligation 





to deal with other committees.*!_ This 

19 These 78 cases were distributed as follows: 
Demand for recognition of union........... 43 
Employees discharged for joining union..... 12 
Prevention of union activity............... 6 
Employees discharged for union activity..... 6 
Refusal to deal with union................. 6 
Refusal to permit an election............... 4 

I 


Alleged discrimination..................... 

20 The Board ruled on this case very definitely and 
emphatically in one of its earliest cases, the Berkeley 
Woolen Mills case, heard on September 6. 

21 It has been suggested that when a union business 
agent claims the right to represent employees the 
management is entitled to know which employees 
have authorized him; and that it may refuse to deal 
with him until he produces written authorization 
signed by the particular employees who wish him to 
represent them. This proposal might well be re- 
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question has not been decided by the 
National Labor Board. Although the 
Board has conducted votes to deter- 
mine who should represent the em- 
ployees in plants where employee- 
representation schemes are in effect, 
these votes have been held pursuant to 
agreements to settle strikes or as a 
result of joint submissions by the two 
parties. Hence no decision by the 
Board concerning the rights of minor- 
ities was involved. 

In a recent case before the Phila- 
delphia Regional Labor Board the 
Budd Manufacturing Company con- 
tended that it was not obliged to bar- 
gain with union representatives, be- 
cause its men had accepted a plan of 
employee representation and had desig- 
nated other representatives. The facts 
in the case were these. Early in 
September, the company distributed 
a proposed plan of representation 
among the employees. ‘Two days later 
an election was held. ‘The representa- 
tives, who were elected by a vote of 
over 9 to I, subsequently accepted the 
constitution and by-laws which had 
been prepared by the company. Union 
activity, which had begun before the 
vote, continued, and on November 13 
the union, claiming to represent a 
substantial number of the employees, 
demanded recognition. This was re- 
fused on the ground that the workers 
were represented by men selected in 
the September election. The union 
called a strike. On the basis of the 
facts in the case, the Regional Board 
concluded that the employees had 
never accepted the employee-repre- 
sentation plan and recommended that 





garded as a substitute for the “yellow dog” contract, 
which is forbidden by Section 7a. It is a way of 
compelling newly organized unions to furnish a list 
of its members to the employer which he could use 
as a blacklist in case he cared to do so. 
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within go days an election be held under 
the auspices of the Regional Board to 
enable the employees to select repre- 
sentatives for the purpose of collective 
bargaining.”? 

Possibly, if the plan had been intro- 
duced in a different manner, if the 
employees had been given an adequate 
opportunity to accept or reject it, 
they might have been held bound by it. 
But there are weighty objections to 
such a decision. In the first place, a 
plan which contains no date of expira- 
tion can scarcely be held binding for- 
ever. Consequently, the employees 
would appear free to abandon it at 
will. In the second place, the mere 
acceptance of an employee-representa- 
tion plan by the workers cannot be 
held to constitute a preference for 
such a plan as against representation 
through a union unless representation 
through a union were definitely pre- 
sented as an alternative and voted on 
as such. In the third place, the psy- 
chology of American workers has been 
such that, unless careful precautions 
are taken to assure an independent 
expression of opinion, they are disposed 
to vote as they think the company 
wishes them to vote. Certainly it is 
extraordinarily difficult to get an honest 
expression of opinion from them by 
votes held under management direction 
or the direction of employees designated 
by the management. Finally, the 
activities of employers in devising plans 
for representation are open to question 
under Section 7a which prohibits “‘in- 
terference”” by employers or their 
agents with employees in self-organiza- 
tion or designation of representatives. 
The point has not yet been decided, 





22 The company refused to accept the decision, and 
the case was appealed to the National Labor Board. 
The Board held a hearing December 7, at which Mr. 
Budd refused to appear. 
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but a strong case can be made in 
support of the conclusion that ready- 
made, management-prepared plans and 
management-initiated elections do con- 
stitute “interference.” 

What is the status of a committee 
which has been selected by a vote 
under the auspices of the National 
Labor Board or other neutral auspices 
to represent the employees? Does it 
have the right to represent all of the 
employees? If 60% of the employees 
vote to be represented by the union, 
and 40% by independent representa- 
tives, may the 40% deal with the 
management through their own com- 
mittee? This question has not been 
settled by the National Labor Board 
and, even if it had beén passed on by 
the Board, the decision would neces- 
sarily be merely an interpretation of the 
specific agreement to vote. 

It is interesting that the conviction 
of some administrative officials, that 
Section 7a prohibits, the closed shop, 
rests upon the belief that the closed 
shop infringes the right of minorities to 
be represented by men of their own 
choice and upon the belief that the 
closed shop is “interference”? by the 
employer with the self-organizing ac- 
tivities of his employees. 

After a committee has been selected, 
there is nothing to compel the em- 
ployers to make concessions to it or to 
sign an agreement with it. Signing 
an agreement with representatives of 
trade unions is the essence of union 
recognition. This is the step from 
which many employers recoil and 
which the law does not compel them 
to take. Early in September, the 
obligation of employers to negotiate 
agreements with a union became an 
issue between the hosiery manufac- 
turers of Reading and the hosiery 
workers’ union. The manufacturers 


told representatives of the National 
Labor Board that they would not sign 
agreements with the union. This led 
the union to authorize a strike. The 
Labor Board, however, decided that by 
the terms of agreements made with the 
Board by the employers and the union 
on August 10, 1933, for the purpose of 
settling a strike in the industry, it was 
incumbent on the employers and repre- 
sentatives of the employees ‘‘to work 
out written agreements which shall 
deal with and define the relationship 
of the respondents and their employees 
for a stated period of time.”” This deci- 
sion, it will be observed, was an interpre- 
tation, not of Section 7a of the National 
Recovery Act, but of the agreement 
settling the hosiery workers’ strike.” 

Although there may be no question 
under most circumstances concerning 
the right of an employer to deal with 
several committees, negotiations for a 
general agreement binding on all work- 
ers would undoubtedly have to be 
conducted either with all committees or 
with the one representing the majority 
of the employees. Certainly a minor- 
ity committee could not negotiate an 
agreement binding on the employees 
whom it does not represent. 

The part of Section 7a which is most 
difficult to enforce is that prohibiting 
‘“‘interference, restraint, or coercion” 
of employees in self-organization or in 
designating representatives. The re- 
cent drop in business compelled em- 





23 Paragraph 4 of the agreement stipulated that the 
employees were to “elect their representatives to deal 
with the management in working out agreements 
dealing with the relationship between employees and 
employer.”” The National Labor Board decided that 
“to hold that the employer’s sole obligation under 
the agreement was to deal with the employees’ repre- 
sentatives, and that they need not enter into written 
agreements clearly defining the relationship between 
employer and employees, would not be carrying out 
the intent of the agreement made with the National 
Labor Board by both parties on August 10, 1933.” 
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ployers to reduce staffs. Almost every 
newly organized union has cases which, 
in the opinion of its members, represent 
an attempt by management to drop 
devoted and aggressive union workers. 
But when employers are compelled to 
reduce staffs, there is nothing to pre- 
vent them from dropping the workers 
whom the management regards as 
least desirable. Old-established unions 
seek to protect themselves against this 
sort of thing either by requiring that 
the work be divided or by requiring 
that layoffs be based upon length of 
service. Few of the new unions have 
such rules to protect them. In the 
case of enterprises with several plants, 
discrimination against union activity 
may take the form of giving most of 
the orders, and hence most of the 
employment, to the plants where the 
union is weakest. All of this indicates 
how difficult it is to confer rights upon 
wage earners by law. ‘The rights con- 
ferred by law remain in large measure 
paper rights. Unless employers volun- 
tarily make concessions which give 
the workers protection against dis- 
crimination, the employees can trans- 
late their paper rights into enforceable 
rights only by their own bargaining 
power. 


Craft vs. Industrial Unionism 


The rapid growth of labor organiza- 
tion has raised important questions 
of trade union structure. There is a 
popular impression that the American 
Federation of Labor consists only of 
craft unions. This is erroneous. ‘The 
Federation contains many craft unions, 
a few industrial unions, and a substan- 
tial number of quasi-industrial unions. 
The last include all workers in a given 
industry or industries except a fringe 
of craftsmen, such as engineers, mill- 
rights, electricians, plumbers, painters, 


and the like, engaged mainly in main- 
tenance work. ‘The recent growth of 
trade unionism has occurred partly along 
craft lines—in many plants the only 
employees who are organized are the 
machinists, the metal polishers, or the 
painters—but in the main along com- 
pany lines. The workers of a given 
company in starting an organization 
have sought to include in it everyone 
who works for the company regardless 
of his occupation. ‘This action reflects 
the important fact that workmen who 
have not been organized are usually 
‘““company conscious.” ‘They think of 
themselves as one group having com- 
mon interests because they are all 
working for the same company. Most 
of the newly organized federal locals 
are industrial unions and include the 
workers of all crafts within a given 
plant. 

Some craft unions object seriously 
to workmen, over whom they claim 
jurisdiction, being included in the fed- 
eral unions. In a few instances their 
objections have prevented newly organ- 
ized workers from obtaining a federal 
charter from the American Federation 
of Labor. In other cases the federal 
charter has been granted on condition 
that certain skilled crafts be excluded 
from the union and transferred to craft 
unions. Such conditions have led a 
few newly organized workers to refuse 
the charter and to remain, for the time 
being, outside of the Federation. 
Sometimes objections of the craft 
unions have prevented the organizers 
of the American Federation of Labor 
from admitting certain groups of work- 
men to the federal union. For exam- 
ple, objection by the Machinists’ Union 
prevented machinists from being ad- 
mitted to a newly organized federal 
union in eastern Pennsylvania. The 
machinists in the plant, however, re- 
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fused to join the Machinists’ Union. 
When the employees struck for union 
recognition, the machinists remained 
at work. There has been demand by 
some craft unions that the Federation 
transfer craftsmen from the newly 
organized federal unions to the craft 
union. In the mass-production indus- 
tries the craftsmen are usually the 
aristocrats of the working force and the 
natural leaders. Consequently, it often 
happens that the leaders of the new 
federal unions are craftsmen. To 
transfer these men to craft unions 
would deprive the new unions of their 
leaders at the very time when they are 
most needed. Furthermore, it would 
offend the industrial solidarity of the 
newly organized workers and cause 
the new unions either to withdraw 
from the Federation of Labor or to 
disintegrate. 

What will be the outcome of the 
dispute over craft and industrial union- 
ism? If the newly organized industrial 
unions are left undisturbed, perhaps 
the company consciousness which char- 
acterizes them may gradually evapo- 
rate. A leading member of the Ameri- 
can Federation of Labor declared on 
the floor of the last convention that 
he had never known an omelet to be 
unscrambled, but it has happened. 
The Typographical Union was once 
an industrial union, including all work- 
ers in printing plants. Some groups, 
however, felt that the union was being 
run too much for and by the com- 
positors and they broke away into 
separate organizations, such as the 
pressmen’s and the electrotypers’ and 
stereotypers’ union. As the new indus- 
trial unions acquire experience in bar- 
gaining, the groups in the strongest 
position may come to feel that they are 
being held back by the weaker groups 
and, consequently, may decide to pull 


away and to start out alone. Some 
leaders of craft unions expect this to 
happen and, consequently, oppose 
jeopardizing the existence of the federal 
unions by forcing them at this time to 
give up the skilled men. 

There is no reason, however, to 
expect the course of events to be the 
same in all of the industrial unions. 
Nearly every industrial union has the 
problem of combating separatist tend- 
encies among craft groups. Its suc- 
cess in maintaining its solidarity de- 
pends in large measure upon the ability 
of its leadership and also upon the 
ability of the separatist leaders. ‘The 
outcome is likely to depend also upon 
the attitude of employers. Manage- 
ments may seek to weaken the union 
by encouraging separatism. Some rail- 
roads have pursued this policy in 
dealing with the federated shop crafts.*4 
But wise employers will probably not 
encourage the separation of the crafts 
from the industrial unions. They 
would gain nothing for themselves and 
would create friction among the 
employees. 


The Future of Trade Unionism and 


Employee-representation Plans 


Most of the gains of trade unionism 
in 1885-1886 were soon lost. The 
rapid gains in 1902-1903 were retained, 
but most of the gains in 1919 and 1920 





24 [t has been a rather common practice for railroad 
officials to tell the machinists, the largest and strong- 
est group in the federated shop crafts, that they would 
do better by withdrawing and bargaining separately. 
In particular, the roads have sought to persuade the 
machinists and some of the other skilled crafts that 
the wages of their men were being held down by the 
wages of the carmen. But the roads have failed to 
break the solidarity of the shopmen. In addition, 
some roads have fought the Maintenance of Way- 
men’s Union by telling the section foremen that they 
were handicapped by being in the same organization 
as the section hands. A number of the “company 
unions” in the maintenance-of-way department have 
arisen in this way. 
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were lost. The gains of 1885-1886 
were destroyed partly by the fight 
between the trade unions and the 
Knights of Labor and partly because 
the structure and government of the 
Knights of Labor were ill-conceived. 
The gains of 1919 and 1920 occurred 
largely in industries affected by the 
World War and naturally were lost 
when the war industries collapsed. 
Furthermore, these gains occurred to- 
ward the end of a boom, so that the 
unions had little opportunity to develop 
seasoned organizations before they were 
confronted with a severe depression. 
The present gains in union membership 
are not the product of the temporary 
expansion of certain industries such 
as the War created. Furthermore, 
they are occurring in a period of depres- 
sion. As business revives, trade unions 
will have an opportunity to consolidate 
their gains and to develop experienced 
leadership in the new locals to meet 
the problems of the next depression. 
Infant mortality among trade unions 
has always been high and it will prob- 
ably be severe among the newly organ- 
ized locals. In judging their chances 
of survival, the locals which are at- 
tached to existing international unions 
should be distinguished from the fed- 
eral locals. ‘The stronger international 
unions may be expected to retain much 
of the new territory which they have 
occupied. Most of them are in a 
relatively good position to give their 
new locals the assistance of experienced 
business agents and negotiators. ‘There 
is someone to watch the new locals, to 
stimulate interest when it lags, to 
straighten out dissensions. Quite dif- 
ferent is the situation of the federal 
unions. The American Federation of 
Labor has representatives in the prin- 
cipal cities and is receiving the help 
of many volunteer organizers, but its 
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staff is too small and it is overwhelmed 
with work. ‘This means that its organ- 
izers can give relatively little attention 
to the problems of the hundreds of 
federal locals which have recently devel- 
oped. ‘The survival of these locals will 
depend largely upon the kind of leader- 
ship which arises from their own ranks. 
Where this leadership is weak or incom- 
petent, the locals will disintegrate; 
where it is efficient, they have a chance 
to survive. 

Naturally the state of business dur- 
ing the next few months will be of 
crucial importance in determining the 
survival of new locals. The drop in 
business during October and November 
gave employers an opportunity to lay 
off the most active members of new or- 
ganizations. Furthermore, some work- 
ers who joined, because they felt the 
need of union representation while the 
codes were under discussion or were 
being applied, are losing interest now 
that many issues connected with the 
making and the application of the 
codes have been settled. Certainly 
it is true that a large proportion of 
American workmen, who believe in 
unions ‘‘in principle” and who join 
readily in time of trouble, are quick to 
stop paying dues when the emergency 
has passed. The great hope of the 
unions lies in the fact that the organ- 
ization has started early in the revival 
and that a continuation of the recovery 
will compel employers to take back 
active members and will give unions an 
opportunity to maintain interest by 
making additional demands_ on 
employers. 

More than any previous organization 
movement, the present one will have to 
contend with the competition of em- 
ployee-representation plans. In this 
competition one may expect industrial 
employers to practice the same tactics 
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which some railroads have employed. 
These have been simple. Manage- 
ments refused to make concessions to 
unions. The concessions which man- 
agements were willing to make were 
given to the employee committees. 
When the men discovered that the 
employee committees could get con- 
cessions more readily than the union, 
they sometimes became unwilling to 
support the union. 

It is relatively easy for employers to 
show this preference to employee com- 
mittees when bargaining over general 
issues such as wages, hours, or working 
rules. It is not so easy to pursue this 
policy in dealing with individual griev- 
ances. ‘The employer who wishes to 
maintain the morale of his men must 
be willing to adjust individual griev- 
ances fairly no matter who handles 
them. This is where the union has its 
chance. If its membership is extensive 
among the employees, it may succeed 
in inducing practically all of them to 
boycott the employee-representation 
plan and to give their grievances to the 
union shop committee. The unions 
have another weapon. As long as the 
employer has no trade agreement regu- 
lating wages and working conditions, 
he has no protection against demands 
for higher wages which are bound to 
recur as business improves. And if 
there is competition between the union 
and employee committees for the sup- 
port of his employees, there will be 
competition in making wage demands. 
The employer may seek to end this 
competition by signing an agreement 
with his employee committee covering 
wages and working conditions for a 
stipulated period of time. This is 


likely to provoke a demand from the 
union that the right to represent the 
employees be settled by a vote con- 
ducted under neutral auspices. 


In competing with employee-repre- 
sentation plans, the trade unions will 
have weapons which they never before 
possessed. They will be represented 
on all code authorities—if not by the 
practice of the Administration then by 
the mandate of Congress. This will 
increase their prestige among work- 
men, particularly if they are compelled 
to go to Congress to make representa- 
tion of labor mandatory. Further- 
more, trade unions will be represented 
on the industrial-relations boards which 
sooner or later will be established in 
industries or groups of industries to 
handle disputes. Furthermore, the 
more resistance unions encounter in 
obtaining recognition from employers, 
the more disposed they will be to use 
political weapons to change the law in 
respects favorable to labor. Business 
may find itself compelled to purchase 
freedom from political interference with 
the operation of codes by recognizing 
organized labor, and perhaps by con- 
senting to effective representation of 
consumers. 

Competition with trade unions may 
be expected to make employee-repre- 
sentation committees far more inde- 
pendent and aggressive than in the past. 
Indeed managers should not expect the 
more or less family relationship which 
was possible within employee-council 
plans in the past to continue in the 
future. This family relationship was 
possible largely because there was little 
or no real bargaining and because com- 
mittees handled in the main individual 
complaints which it was simply good 
business for managements to settle 
generously. There was virtually no 
competition from trade unions to make 
the employee committees press bargain- 
ing demands. Indeed, up to the sum- 
mer of 1933, there were almost no 
instances in which two employee-repre- 
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sentation committees were found in 
both the same industry and the same 
city." Now there are many com- 
mittees in every large industrial center. 
If they survive the competition of 
trade unions, they are bound to com- 
municate with one another, to compare 
their demands and problems, perhaps to 
cooperate in hiring expert assistance. 
Representatives from different plants 
will meet together, small dues may be 
collected, sooner or later full-time 
salaried officers will appear, relief funds 
will develop, and perhaps eventually 
strikefunds. Friendly and even cordial 
relations with employee committees 
will be possible, just as they are possible 
with trade unions, but managements 
must expect to feel far greater pressure 
from employee committees in the future 
than in the past.” 

Under the codes, the wages, the 
costs and the profits of each employer 
will be known to every other employer 
in the industry and to the workers as 
well. Certainly no concern will long 
be permitted to make large profits by 
paying less than its competitors. 

Doubtless many employers have it 
within their power, by aggressively 
pushing schemes of employee repre- 
sentation and favoring the committees 
created under them, to destroy many of 
the new unions which are now seeking 
recognition. But does our industrial 
statesmanship today consist in attempt- 





% The meat-packing and the agricultural-imple- 
ment industries furnish the only exceptions to this 
generalization of which I am aware. 

In this connection it is significant that some 
railroads, in order to keep their employees out of trade 
unions, have made greater concessions to employee 
committees than their competitors have made to 
the unions. 
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ing to destroy the new unions or in 
attempting to work out cooperative 
relations with whatever organizations 
the employees generally prefer? The 
new organizations cannot be destroyed 
without inflicting wounds which will 
remain for years. And the organiza- 
tions will not necessarily stay destroyed. 
The trials of the long depression have 
introduced a spirit of independence 
among wage earners which will probably 
persist. Furthermore, the right of wage 
earners to bargain collectively through 
representatives of their own choice has 
undoubtedly become a permanent part 
of our industrial institutions, and the 
National Labor Board will be retained 
to see that this right is enforced. 
Under these circumstances, manage- 
ments which interfere with their em- 
ployees’ freedom of choice are simply 
inviting guerrilla warfare between them- 
selves and their men. The time has 
come when the employer who wishes 
truly cooperative relationships with his 
workers can obtain them only by 
scrupulously respecting the right of 
the men to form and control their own 
organizations, whether these be afhli- 
ated with the general labor movement 
or not, and to deal with them through 
representatives of their own choice, 
whether these be employee committees 
or union business agents. Some em- 
ployers who have made it a cardinal 
policy to prevent or to control organ- 
ization among their employees may 
find difficulty in reconciling themselves 
to the new conditions. But conditions 
have changed. Employees have a new 
spirit and they have new rights. Wise 
managers will base their policies upon a 
frank recognition of these facts. 


BUSINESS ETHICS AND THE NRA CODES 


By CARL F. TAEUSCH 


HE National Recovery Act has 

practically legislated the Sherman 

Law out of existence; and, inas- 
much as the Sherman Law, although 
attempting to enact business morality 
into legislation, has prevented the 
growth of relationships fundamental 
to business ethics, nothing could better 
illustrate the development of business 
ethics in the United States than this 
complete reversal of public opinion 
during the forty-odd years of the history 
of the Sherman Law. 


The Sherman Law 


In 1890, public opinion had become 
organized against monopolies and “‘con- 
spiracies’”’ among business men “in 
restraintoftrade.” ‘This public opinion 
was prompted largely by a fear of the 
ability of large business combines to 
dictate prices to farm producers, on the 
one hand, and to consumers, on the 
other. ‘This fear, expressed in the Con- 
gressional debates on the Act and 
written into the Law itself, was the 
age-old fear which had been expressed 
in the Church doctrine of “fair price”’ 
and in the common-law rule that mo- 
nopoly agreements would not be en- 
forced by the courts. “Fair price,” 
to both Church and Common Law, 
virtually meant “low price,” an ex 
parte attitude which recognized only 
the consumer point of view. This 
pleader’s interpretation of the judicial 
or bi-laterally moral concept of “‘fair- 
ness”? was a reflection of the persistent 
phenomenon of a scarcity economics 
which has prevailed until comparatively 
recently. So powerfully and so long 
had this scarcity economics effected a 
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perennial vendor’s market that the 
Church, and later the Law, felt justified 
in throwing the weight of their power 
on the other side of the scales in order 
to effect a proper social balance. The 
Sherman Law was merely one episode 
in this broader social drama. 
Superficially the Sherman Law 
brought the common-lawrules regarding 
monopoly and restraint of trade under 
Federal jurisdiction and converted 
the negative attitude of the English 
Common Law into a positive statutory 
prohibition. But a more thorough ex- 
amination of the Congressional debates 
on the Act, and a comparison of this 
discussion with the decisions affecting 
a contemporaneous English law case, 
the “‘Mogul Steamship” case,! leads 
one to believe that the Sherman Act 
was a legislative enactment attempting 
to effect business morality. Now, if 
it is difficult for some people to under- 
stand that what is lawful may not be 
ethical, and vice versa, it may be even 
more difficult for them to understand 
the same difference between morality 
and ethics. For those who are willing 
to consider this distinction, the proposi- 
tion may be asserted that the Sherman 
Law, attempting to enact certain prin- 
ciples of business or social morality 
into legislation, whatever it may have 
done to business or economics, effec- 
tively delayed certain business develop- 
ments which are at the basis of business 
ethics. ‘These business developments, 
characterized largely by group activities 
in the interest of trade health, as 





1 Mogul Steamship Co. v. McGregor, Gow and Co. 
et al., L. R. 21 Q. B. D. 544 (1888), 23 Q. B. D. 598 
(1889), 1892 A. C. 25. 
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opposed to free or ‘‘democratic”’ com- 


petition effecting a “survival of the 
efficient”’ as well as lowprices to the con- 
sumer, had by 1890 proceeded much 
further in America than they had in 
England; and their excesses and abuses 
in the ’80’s undoubtedly made the 
Sherman Law socially necessary and 
desirable at the time. Hence the chief 
significance of the Sherman Act was, 
not its obvious purposes, but rather its 
symptomatic reflection of undercur- 
rents in American business life, some of 
which are only now becoming manifest 
and being publicly recognized. 

If this interpretation is sound, it 
would follow that a legislatively chas- 
tened business world would have learned 
since 1890 to conduct itself so as to 
avoid later repetitions of restrictive 
legislation. In a measure, this has 
been the case. It is doubtful whether 
the repeal of the Sherman Act at any 
time during the last twenty years 
would have changed business policies 
appreciably in regard to those matters 
with which the Act was primarily con- 
cerned. Especially is this true regard- 
ing price policies. For the develop- 
ment and recognition of competition 
among industries, as distinguished from 
competition among individuals within 
a trade group, has kept prices down 
because of the fear that consumers 
would select substitutes or alternatives 
or that additional producers might be 
encouraged by high prices to enter the 
field. This later recognition of a pre- 
viously little understood factor—buy- 
ers’ selections among the products of 
competing industries—has been accen- 
tuated by the recent phenomenon of 
an abundance economics. And even 
though the purchaser’s pocket book 
has shrunk because of unemployment 
and the shrinking of dividends, such 
buying as he can and does engage in 


has faced business with competitive 
problems which seldom existed or ap- 
peared in the previously prevailing 
scarcity economics. ‘The presence of 
this economic predicament makes of 
secondary importance the legal controls 
effected by the Sherman Law. Busi- 
ness today could not afford to attempt 
the “‘monopoly prices” which fifty 
years ago were regarded as the final 
objective of business combinations. 


The Veering Around of Public Opinion 


But this is only a part of the story. 
The Sherman Law has not only been an 
instrument of an outmoded business 
morality; it has also prevented business 
from accommodating itself to recent 
economic changes. ‘The Federal Trade 
Commission Act recognized this difh- 
culty in part; it was directed against 
‘“‘unfair competition” and has operated 
to prevent individual business men 
from bringing the trade into disrepute 
by arousing consumer ill-will, even 
though it has not served as an instru- 
ment for protecting business against 
those members who otherwise under- 
mine the health of the trade. As the 
Supreme Court stated in the Raladam 
case,” ‘‘The general law of unfair com- 
petition uses the misleading of the 
ultimate retail purchaser as evidence 
of the primary fact—injury to the 
lawful dealer.” This procedure obvi- 
ously still clings to the moral point of 
view, and reaches the ethical situation 
only indirectly. The “‘Trade Associa- 
tion Cases,”* decided in 1925, had 
already recognized the right of business 
groups to secure and distribute statisti- 
cal information which would enable the 





2 Raladam Co. v. Federal Trade Commission, 42 F 
(2d) 430, 436 (1930). 

3 Maple Flooring Manufacturers’ Association v. U.S., 
268 U. S. 563 (1925); Cement Manfacturers’ Protective 
Association v. U. S., 268 U. S. 588 (1925). 
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individual members to conduct their 
businesses more intelligently in accord- 
ance with marketconditions. Although 
held to be compatible with the antitrust 
laws, such practices were based on a 
totally different point of view than 
that of free competition among inde- 
pendent units operating on secret or 
individual sources of information. In 
1931 appeared the Papal Encyclical, 
Quadragessimo Anno, in which the same 
changing public attitude was evidenced 
by a declaration that “fair price” 
meant a price fair alike to consumer 
and to producer, a shift in emphasis of 
Church doctrine which is comparable in 
significance with the introduction of 
the telescope into the Vatican a century 
ago. And now we are in the midst of a 
whole series of legislative acts and ad- 
ministrative policies which completely 
reorient the governmental attitude to- 
ward business. Public opinion and 
government administration have veered 
around to the view that business 
solvency is a value which is at least 
equally important with consumer ability 
to purchase an abundance of goods at 
low prices; and that business must be 
allowed through trade groups to employ 
certain instruments in order to effect 
trade health, even though such trade 
groups have hitherto been viewed with 
suspicion and though such instruments 
have traditionally been regarded as 
incompatible with social morality and 
law. 

The reason for this ethical-moral 
paradox is clear. Social morality has 
emphasized individualism; it has in- 
sisted alike on the right of the consumer 
to buy at a low price, and on the duty 
of the producer to avoid all combina- 
tions with his trade associates to pro- 
tect his own business interests. It is 
in this sense that moral standards may 
conflict with ethics. The difficulty has 





long been recognized in connection with 
professional ethics; for two thousand 
years the doctor has sworn, on the 
basis of the Hippocratic oath, not to 
divulge what his patients have com- 
municated to him in confidence, an ethi- 
cal principle which frequently clashes 
with the legal rule, that “‘the State is 
entitled to every man’s evidence,” and 
the moral rule that the truth should be 
divulged. ‘The aristocratic social phi- 
losophy of the professions, exhibited in 
their restricted membership, their licens- 
ing provisions, and their principles of 
‘professional etiquette,” run directly 
counter to the democratic idea that 
‘“‘anyone can build a bridge,” that 
Abraham Lincoln “‘never went to law 
school,” and that the broadcasting of 
free ‘medical advice” is desirable. In 
contrast with the development of pro- 
fessional group solidarity, a necessary 
basis for professional ethics, the busi- 
ness man has refused to provide for 
licensing and has most vociferously 
proclaimed the doctrine of ‘“‘rugged 
individualism.” But underneath this 
professed doctrine has run the counter- 
current of group interests, showing 
itself so strongly at times as to call 
forth the condemnations of the Church 
and the restrictions of the Law. Only 
within the immediate past have State 
and Church recognized that “fair 
prices” and “fair dealing” and “‘fair 
competition” are not unilateral con- 
cepts, but that they imply relations 
between at least two parties, one of 
whom has finally been allowed to assert 
principles of business conduct in the 
broader terms of ethics rather than 
with reference to an ex parte and 
individualistic morality. 


Ethics and Self-regulation in Business 


Business ethics, like professional 
ethics, is based on group conduct, which 
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in turn is to be regulated on behalf of 
group interests. Any individual bene- 
fits which accrue from such standard- 
ized group conduct are derivative from 
the improved social and economic status 
of the group. The group and its 
interests are thus in a sense set off from 
society atlarge. ‘This aristocratic atti- 
tude of privilege becomes socially justi- 
fiable in proportion as it is accompanied 
by the responsibility implied in noblesse 
oblige, a principle which often operates 
more powerfully to curb the behavior 
of the members of a group than does 
the law, which is administered on all 
alike, regardless of group membership, 
and in conformity with the democratic 
principle of equality. It is the recogni- 
tion of this autonomous principle in 
business which has made the Sherman 
Law increasingly unnecessary and un- 
desirable; and it is the faith in this same 
principle which has prompted the Fed- 
eral Administration recently to organ- 
ize business on industrial lines and with 
the aid of already existing trade associa- 
tions and institutes, and to encourage 
self-government on a scale greater than 
has ever been known since the institu- 
tion of the modern political state. 

The field of ethics, like that of morals, 
has been regarded as the ‘“‘domain of 
the unenforceable.”’ Although this is 
just what law is not, or should not be, 
in its stricter meaning the National 
Recovery Act has for the most part 
emphasized autonomous industrial con- 
trol and encouraged cooperative busi- 
ness initiative, both of which factors 
are also important elements in business 
ethics. The fact that the Sherman 
Law denied to business the use of such 
methods of organization may have been 
due to the inability of business at the 
time to employ these methods wisely. 


The really outstanding achievement of 


the Sherman Law, from this point of 
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view, was that it probably prevented 
American business men_ temporarily 
from abusing a newly found social 
instrument, group autonomy employed 
in the interests of industrial competi- 
tion. For, in proportion as business 
groups assumed the burden of self- 
regulation, the Sherman Act became 
less necessary. What business found 
itself incapable of doing was to educate 
or control the ignorant individual mem- 
ber, who affected each industry in a way 
long familiar to students of Gresham’s 
Law. Nowthis marginal business man, 
regarded as a martyr by the Sherman 
Act and protected by it from the 
efficient competitor and the trade group 
as well, is directly affected by the 
disciplinary provisions of recent legisla- 
tion. ‘Those who bewail the fact that 
business could not completely regulate 
itself, are solaced by the fact that the 
Sherman Law directly prevented much 
of this, and by the hope that the 
recovery legislation is at least ostensibly 
temporary. Business still has a chance 
to set its own house in order. 


Code Definitions—Organization by 
Industries 


Turning to a consideration of the 
“codes”? themselves—and this paper is 
pointed primarily toward the NRA 
codes of fair competition and does not 
pretend to discuss all the problems of 
business ethics raised by other legisla- 
tion, such as the Securities Act—we 
discover principles and specifications 
which have this long while been identi- 
fied with the ethics of business as well 
as of the professions. 

Practically every code begins by de- 
fining the membership of the group, 
indicating the trade group which is to 
be held responsible for administering 
the code, and virtually makes member- 
ship compulsory by making all persons 
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engaged in the business subject to the 
code provisions. ‘This is a direct rever- 
sion to the principles and organization 
methods of the mediaeval guilds, and 
closely observes the same underlying 
features of the professional codes. 
Trade health as well as social justice is 
furthered by identification of trade 
membership; not only is responsibility, 
ethical as well as legal, fixed, but 
control is also expedited. 

The significant fact about these code 
definitions is that they organize busi- 
ness by industries, with vertical rela- 
tionships, and do not observe so clearly 
the horizontal cleavages of trade as- 
sociations based on functional identity. 
This again reverts to the mediaeval- 
guild purpose of controlling a com- 
modity from the raw-material stage to 
its final disposal by sale to the con- 
sumer. At the same time, this form of 
organization involves a principle which 
the guilds insisted on—that goods be 
routed through the traditional course 
of processing and selling—and which 
brought about in part the undoing of 
the guilds. For when business is organ- 
ized on industrial lines, there is always 
the temptation to safeguard all the 
“vested interests” in the group in the 
face of new inventions, improved proc- 
essing and more economical methods 
of distribution. This dangerous pro- 
vision is evidenced in the codes by the 
exactness with which various functions 
are defined and by an insistence on 
observing “‘legitimate trade channels.” 
Now that legal sanctions have been 
enlisted in behalf of such principles, 
there is all the more reason for business 
groups to beware of the economic 


penalties of not taking into account 
industrial competition, whether in the 
form of rigid or out-of-line price policies 
or of a somnolent disregard of business 
efficiency and consumer goodwill. 


Labor Problems 


This is not the place to discuss in 
detail the labor provisions of the codes. 
It may be pertinent to point out, how- 
ever, that the prohibition of child labor, 
which has been urged for years on moral 
grounds, has finally been effected for 
other reasons, largely economic and 
ethical. In the provisions for a mini- 
mum wage, maximum hours and better 
working conditions, the humane factor 
is not absent; but what has given these 
objectives effective support by business 
men has been, on the one hand, the 
purchasing-power argument and, on 
the other hand, the point that because 
of the absence of such standards each 
business is faced with an endless and 
deepening morass of unfair competi- 
tion. ‘The business man who rigorously 
avoided “‘chiseling”’ tactics in determin- 
ing his wage policies was constantly 
being penalized. ‘The insistence of the 
economist that this is not an ethical 
problem has prevented him from seeing 
that it is really two economic problems; 
a problem of labor income, with its 
implications of subsistence levels, in- 
volving moral considerations, as well as 
the “ boot-strap”’ economic argument of 
purchasing power; and a problem of 
costs, with its ethical implications of 
fair competition. The moralist may 
continue to insist on human needs and 
absolute standards, and he may object 
to effecting the “‘rights of labor” by 
such material arguments as imposing 
relatively ‘“‘uniform costs” and en- 
couraging “increased purchasing power” 
of wages; but the student of business 
ethics knows that this is not the first 
time that a Saul, seeking his father’s 
asses, has returned with a kingdom. 
And he is also ready to forecast a 
possible revision of the proposed labor 
provisions on the ground that, however 
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desirable such improved conditions, 
hours and wages may be from the 
standpoint of human welfare and fair 
competition, the plain fact must first 
be determined whether our economic 
system can support such standards. 


Trade Practices 


When we turn to the code provisions 
which deal with trade practices, we 
find matters which are more generally 
recognized as business ethics. The 
sections of the NRA codes dealing with 
trade practices not only reflect the 
views of the mediaeval guilds, but also 
exhibit the experience which has been 
accumulating for a number of years 
in connection with trade-association 
‘*codes of ethics,’’ Chamber of Com- 
merce activities, Better Business Bureau 
standards, and the administrative activ- 
ities of the Federal Trade Commission. 

The latter, in its first ten or fifteen 
years of existence, approached the 
problem of regulating business conduct 
from the individualistic point of view. 
This soon threatened to burden a single 
administrative body with a potential 
number of cases approximating in num- 
ber the total of cases dealt with in all 
ourlawcourts. Hence, under the pres- 
sure of circumstances, these “sniping”’ 
tactics were dropped in favor of the 
“‘searing”’ device offered by the “trade- 
practice submittal.” These submit- 
tals, theoretically initiated by the 
several trade groups, were intended to 
declare policies and methods acceptable 
to the trade as a whole and to the 
Commission, and to interpret the gen- 
eral provisions of existing restrictive 
legislation according to the peculiar 
conditions of the trade. The NRA 
codes closely approximate these trade- 
practice submittals, much more closely 
than they do the vague and indefinite 
““codes of ethics” sponsored by trade 
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associations during the first quarter of 
this century. Although evidence is 
lacking, the inference may be suggested 
that the realistic administration of 
Better Business Bureaus has exerted 
considerable influence on the writing 
of the NRA codes, and that they will 
probably have even more influence in 
their administration. ‘These bureaus, 
however, although sponsored and fi- 
nanced by business men in the interest 
of fair business dealings, have operated 
largely as a consumers’ public defender 
against unfair vendors; they are on the 
lookout for those infringements of 
business morals so frequently justified 
by the doctrine of caveat emptor. But 
most merchants of commodities have 
outgrown this short-sighted doctrine; 
they take for granted fair dealing with 
the customer, and they now maintain 
such bureaus largely to curb that un- 
social margin of dealers for whom laws 
have always been necessary. The pen- 
alties of the National Recovery Act 
will now take care of such individuals 
more effectively. The broader pur- 
poses of the NRA codes are more 
nearly like those of the trade-practice 
submittal, therefore, in that they have 
as their purpose the effecting of rules 
and standards which will serve to 
protect the intelligent and decent busi- 
ness man against his ignorant and 
unfair competitor. 

What, then, are the specific provi- 
sions listed in the NRA codes as 
“unfair”? The lists vary with the 
industries involved. Some, e¢.g., the 
automobile code, do not make any 
specifications at all, but leave the 
matter to the discretion of a practice 
committee. Others, ¢.g., the steel and 
coal codes, give a fairly elaborate list 
of practices which are to be termed 
“unfair.” Still other codes, ¢.g., the 
oil, cotton-textile and commercial- 
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banking codes, confine their statements 
of “‘unfair practices” largely to such as 
are unique and peculiar to the industry. 
We shall deal with these three types 
in the order given. 

Administrative Discretion.—The au- 
tomobile code avoids specific reference 
to unfair trade methods. It does, 
however, provide for an administrative 
body which shall act as a “practice 
committee,’ a method familiar to stu- 
dents of professional ethics. Much 
can be said for such a method. It 
avoids at the start the meaningless 
catalogue of business vices, so charac- 
teristic of “codes of business ethics’’; 
too frequently the listing of such mat- 
ters is regarded as a final cure-all of 
difficulties, much in the American spirit 
of “‘passing a law” on a subject and 
then letting the matter drop. The 
administrative method also avoids con- 
fusing the regulation of trade practices 
with a program of economic recovery. 
A practice committee may prove to be 
the best administrative approach to 
trade problems. Cases may be con- 
sidered, and rules and precedents empir- 
ically set up, in ways which may not 
appear impressive in print but which 
accomplish more than other more gran- 
diloguent methods. Naturally, little 
can be said about such methods; the 
proof of the pudding will be the eating 
thereof. Commercial arbitration has 
developed largely in this manner, and 
with results of the very greatest impor- 
tance to business health. 

Specific Proscriptions.—The steel and 
oil codes condemn misrepresentation of 
goods, whether by inadequate or inac- 
curate descriptions or by adulteration; 
and the steel code specifically refers 
to cancellation of contracts as a buyer’s 
offense. ‘These provisions refer to the 
vendor-consumer relationship which 


is generally and mistakenly regarded 


as the chief factor in business ethics. 
As has been stated, these matters are 
assumed as a matter of course by most 
merchants and manufacturers today. 
By including the problem of cancella- 
tion of orders, the producers rightly call 
attention to the fact, so often over- 
looked, that there are buyer as well as 
vendor obligations in business. 
Another set of practices condemned 
in these two codes includes the familiar 
list of ‘“‘bribery, espionage, piracy, 
disparaging statements, and induce- 
ments to breach contracts of competi- 
tors,”’ etc., all referring to vexatious tac- 
tics that do not directly concern the 
consumer and which, therefore, have 
generally not been regarded by the 
courts as of sufficient “public interest” 
to warrant legal intervention. Such 
practices are, as a matter of fact, costly, 
and the cost is frequently borne by the 
consumer; but they also clearly call for 
a set of rules of competitive fair play, 
similar to the rules of an athletic con- 
test. The paint and varnish dealers 
have been highly successful in eliminat- 
ing such practices, with a substantial 
lowering of costs and of prices in some 
commodities, showing that the problem 
has wider ramifications than would at 
first appear. Many businesses do not 
stoop to such practices, and trade as- 
sociations have controlled some of 
those who do stoop to these practices; 
more direct governmental aid in curb- 
ing the remaining minority, guilty of 
what might be called commercial torts, 
should be welcome to any industry. 
Another group of practices coming 
under the condemnation of these two 
codes is of a different sort; it includes 
‘“‘ouaranties against future price de- 
clines, retroactive alterations of agreed 
prices, misstatements of invoice dates, 
secret rebates and credit allowances, 
splitting of commissions, services with- 
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out adequate compensation and con- 
signments of unordered goods.”’ Here 
we have the typical “‘chiseling”’ prac- 
tices engaged in by overly zealous 
vendors in order to take opportunis- 
tic advantages of particular situations 
in order to make a sale. Many busi- 
ness men see no objection to such 
tactics, which they allege are simply 
vendor concessions to meet buyer in- 
ertia. They certainly cannot be con- 
demned by traditional moral views 
which emphasize the consumer’s inter- 
est, because the consumer as a rule 
benefits directly by reduced prices, or 
indirectly by increased services. Fur- 
thermore, these practices are frequently 
of the “‘mean” type which had better 
be disregarded altogether; attention to 
them may divert energies from more 
important and positive policies. But 
in their aggregate, they do constitute 
an important element in the problems 
facing business management, and inas- 
much as they cannot be satisfactorily 
handled by individual companies, they 
have to be controlled, if at all, by con- 
certed industrial action. The very 
listing of these practices may have a 
considerable educational value, and 
the stigma of a published condemna- 
tion may operate as an appreciable 
deterrent. ‘To attempt to enforce them 
may not only involve a radical change 
in business philosophy, but also may 
overburden the administrative machin- 
ery set up by the Act and the codes. 
Practices Peculiar to Certain Indus- 
tries.—Certain miscellaneous practices 
may be mentioned, many of which 
apply only to a particular industry. 
The coal code deals with its two out- 
standing labor problems, “company 
houses”? and the ‘“‘check-off” system; 
and it is very clear in denouncing sales 
to organizations of retailers on terms 
allowable only to wholesalers, an in- 
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teresting reversion to what has be- 
come almost a metaphysics of business, 
namely, the insistence on “‘legitimate 
trade channels.” ‘The retail-trade code 
originally condemned all sales at “‘less 
than cost plus 10%,” except for sea- 
sonal clearances and perishables, and 
also condemned any reference to com- 
petitors, even though not disparaging; 
these provisions did not appear, how- 
ever, in the final and approved draft. 
The accepted code pointedly lists “‘gen- 
eral underselling claims” as an unfair 
trade practice, and forbids handling 
the products of penal institutions. 
The oil code handles the difficult 
problem of ‘‘wildcatting” by defining 
the limits to which this practice will be 
permitted; and tackles another major 
problem by providing that all leased 
equipment be sold, evidently with a 
view to reducing unfair competition 
through indirect price cutting effected 
by leasing equipment to distributors at 
less than cost or even at only a nominal 
charge. 

The cotton-textile code specifically 
recognizes the importance played by 
“credit terms” in price competition, 
but covers most unfair trade practices 
with a blanket provision regarding 
“‘methods and conditions of trading,” 
implying that an administrative com- 
mittee will be given large discretionary 
powers. The cloak-and-garment code 
contained a provision for licensing and 
registration of members in an earlier 
draft; but this provision, also suggested 
elsewhere recently by Mr. Gordon 
Selfridge as a possibility of the near 
future for retail stores, was significantly 
omitted from the later draft of the code. 
Another provision, for ‘‘recommenda- 
tions to suppliers of credit” which is 
being sought by additional potential 
competitors in an overproduced field, 
strikes at the heart of the problem of 
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our abundance economics; such a pro- 
vision would have run directly afoul of 
the Sherman Law as previously inter- 
preted, and presents the issue clearly 
to those who advocate unrestrained 
competition in the interests of the 
consumer. 

The significance of these specific 
proscriptions, especially those peculiar 
to certain industries, lies not so much 
in how they will affect business as in 
disclosing what the business man him- 
self means by “fair competition.”’ For 
the most part they show that he is not 
clear in his own mind what he means 
by the term, a situation which forecasts 
considerable difficulty in administering 
the codes. If, in addition, these pro- 
scriptions are confused in the minds of 
business men with a machinery for 
business recovery, disillusionment will 
soon become the order of the day. 
Both difficulties have been introduced 
by business men, for after all they 
wrote the codes; and both difficulties 
can be avoided by paying less attention 
to the specific proscriptions of the 
codes and more attention to the ad- 
ministrative boards set up by the 
several industries as regulatory bodies. 
Judging on the basis of the enumerated 
“unfair trade practices,” business men 
have been caught unprepared to ad- 
minister the Recovery Act. Viewed 
as a challenge to set their house in 
order, the Act may be profitably 
seized upon by business men to set up 
autonomous regulatory boards, with 
the frank anticipation of going through 
a long and hard process of social educa- 
tion. But setting its own house in 
ethical order has as little to do with 
economic recovery as cooperative mar- 
keting of farm products guarantees 
efficient management of the coopera- 
tive. ‘‘Fairness”’ in both cases oper- 


ates only after the basic economic 


problem has been solved by effective 
business methods, and is not to be 
regarded as a causal agency. 


Administration of the Codes 


Perhaps the most important part 
of the NRA codes is, therefore, not so 
much the listing of unfair practices, 
but rather the description of the ad- 
ministrative methods to be employed 
for their control. As has already been 
stated, the administration of these 
codes is placed largely in the hands of 
representatives of existing trade organi- 
zations. Provision is also made for 
including in the membership of such 
governing boards one or more repre- 
sentatives of the Government, but with- 
out voting power. Previous activities 
of trade associations to secure figures 
on production, stocks and sales are 
recognized as necessary instruments 
for handling the problem of over- 
production. ‘These activities are aug- 
mented and accelerated, however, by 
provisions for examining the books of 
individual companies, and by requiring 
more frequent and more detailed re- 
ports; the confidential nature of this 
information is recognized in that it 
will not be made generally available 
to the public or to competitors, espe- 
cially as regards individual figures. 
Practically all the codes provide for 
a definite termination of the arrange- 
ments, leaving to each industry the 
option of continuing them voluntarily 
if the present codes are temporary 
as they are alleged to be. 

The steel code provided that the 
agreement of individual companies con- 
stituting 75% of production should 
make the code effective, at which 
time, however, it was to become binding 
on all. The significance of this ar- 
rangement may be appreciated when 
it is recalled that one of the most 
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important agreements for production 
control prior to the present codes, 
that of the Santa Fe Springs agree- 
ment in the oil industry, was held 
by the members of the industry to 
require 100% agreement to become 
effective and was abandoned although 
a production of 87% had been en- 
listed. The steel code also provides 
a penalty of $10 per ton for infractions 
of the code. The significance of this 
provision is indicated by contrasting 
the situations formerly arising; ¢.g., 
a regional plumbers’ association, at- 
tempting several years ago to stand- 
ardize equipment and supplies, a matter 
of outstanding public interest, was 
fined under the Sherman Law the 
equivalent of its treasury balance for 
imposing a fine on its members who 
did not comply with the rule. The 
steel code also goes further than any 
other code in defining price sched- 
ules, a matter which could not have 
been attempted previously; even the 
“Gary dinners,’ which passed muster 
in the courts, having been publicly 
condemned. 

The bituminous coal code recognizes 
the necessity of regional geographic 
divisions for purposes of more apt 
administration, a necessity recognized 
also by the oil, cotton-textile, cloak- 
and-garment and other codes. The 
coal code provides for direct adjust- 
ments of labor problems, but its ad- 
ministrators, of course, will find that 
this matter will revert largely to the 
coal labor board especially set up 
for that purpose. The oil code specifies 
the methods to be employed for gauging 
production to demand, the central 
problem of the industry, and arranges 
for methods of measurement of produc- 
tion of wells and the allocation of 
quotas to each state. A “planning 
and coordinating’ committee is set 
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up, with wide powers over statistics, 
production, refining, marketing, ac- 
counting, labor, adjustments, transpor- 
tation and finance. The cotton-textile 
code, after providing for further statis- 
tical information than is now available, 
and for uniform accounting methods, 
registration of productive machinery 
and certification for new machines, 
significantly establishes a “‘service bur- 
eau”’ to “‘aid”’ the smaller mills inregard 
to engineering, accounting, credit and 
other problems. 

Just what these administrative pro- 
visions imply is indicated by the report 
of the steel industry to the President, 
November 16, 1933, after a ninety-day 
trial period. Although the labor pro- 
visions had practically been put into 
effect immediately following the ap- 
proval of the code, the provisions con- 
cerning commercial practices ‘‘ became 
effective more gradually owing to the 
need of committee meetings,” etc., princi- 
pally to determine “practices concern- 
ing the transportation of products and 
charges thereof.” A surprisingly small 
number of complaints has arisen as to 
basing-point prices; the chief bene- 
ficiary of the code has been labor, 
although the industry itself seems to 
have been toned up; additional com- 
mittees have been set up on general 
administration, labor, statistics, com- 
mercial matters and traffic, respec- 
tively; membership consists of 98% 
of ingot capacity; and the time period 
of the code has been extended ninety 
days. The task of the Committee 
on Commercial Matters ‘“‘has been 
very heavy owing to the many different 
problems which have required con- 
sideration,” meetings having been held 
every week since the effective date 
of the code. The chief tangible results 
of these activities have been additional 
regulations and resolutions, concerning 
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deductions from base prices, and ad- 
ministrative changes “‘ which experience 
has indicated were necessary to meet 
practical conditions,” chief of which 
concern the size and diversification of 
the industry. Significantly enough, the 
few complaints alleging violations of the 
labor provisions were “unjustified” and 
were “in the main. . . made for the 
purpose of embarrassing the company 
concerned”’; the codes may thus create 
the opportunity for new unfair prac- 
tices, as well as proscribe them. “In 
general,” the report of the board de- 
clares, “‘it may be said that the com- 
mercial provisions of the code have 
accomplished a great deal toward set- 
ting up a condition of fair competition 
which is the purpose of the code and 
that, as the members become familiar 
with its provisions and have had 
sufficient time to adjust their operations 
under the code, it will accomplish 
such purpose.” 

Unofficial reports of the effect of the 
steel and cotton-textile codes indicate 
that, costly as the labor provisions 
have been, members of both industries 
have been agreeably surprised at the 
ensuing general business conditions. 


Conclusion 


This operating report of the ad- 
ministrative board of the steel industry 
presents the crux of the situation. 
The board is careful to dissociate the 
administration of the fair-practice pro- 
visions from their possible effect on 
business recovery, although it does 
show that the labor provisions are 
proving to be costly to the industry. 
The Federal Administrator, on the 
contrary, clearly gives evidence of 
expecting a rise in operating activities 
“in the near future.”” Whether this 


latter view implies a belief that there 
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is a connection between the labor or 
practice provisions and recovery, is 
of less significance than the apparent 
fact that the industry itself is not under 
this delusion. So long as_ business 
views the situation as one in which 
an opportunity has arisen for setting 
its practices in order, and not as one 
in which righteousness is to be rewarded 
in the near future by prosperity, little 
harm will be done and much may be 
accomplished. Even so, that there 
are yet many slips between the cup of 
codification and the lip of administra- 
tion is yet to be learned. 

Business men frequently express gen- 
erous sentiments but at the same time 
are notoriously vague when they talk 
about doctrines, policies and methods. 
Some people think that this is all that 
is necessary to effect ethics in business. 
We are now witnessing the other ex- 
treme, explicit proscriptions incorpor- 
ated into legislation. This may not 
be necessary. But the performance 
has given us an opportunity at least 
of seeing concretely what the business 
man means by “fair practices.” It 
is quite evident that the record, explicit 
as it is, shows that the business man 
is not equipped to declare his public 
policies with the same degree of analyti- 
cal and psychological acumen as is 
the judge or the scientist or the politi- 
cian, who seem to have learned better 
the science and art of securing that 
combination of reasonable compliance 
and emotional conviction necessary 
to put their policies and doctrines 
“across”? to the public and getting 
things done. 

One might think offhand that busi- 
ness customs could be relied upon to 
interpret the codes. But business liter- 
ature, which should be the prime 
source for determining customs, is 
only in its incipient stage. Not only 
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have rule-of-thumb methods never been 
recorded, but the business philoso- 
phy which defends them would decry 
such records as exist. ‘The law reports 
contain only the pathological cases of 
business conduct; such other more 
normal material as creeps into the 
reports is probably rich in content as 
a potential source of sound business 
doctrine, but it enters the cases only 
incidentally and therefore cannot be 
found in headnotes or key references, 
hence is not readily available; and the 
courts have persistently refused to 
admit that there is a penumbral region 
of ‘“‘unfair” trade practices separating 
illegality from legality. Furthermore, 
many practice committees, in business 
and in the professions—the same thing 
is true also for some arbitration boards 
—center largely about the personality 
of some member who has particularly 
interested himself in such problems; 
his death destroys most of the cumula- 
tive experience of the group, and 
‘““custom”’ must make a new start. 

The whole problem, therefore, re- 
solves itself largely to the workability 
of the codes in the hands of the several 
industrial administrative boards. Are 
business men sufficiently interested in 
this new definition of “‘fair competi- 
tion”—that it is industrial in scope 
and that it affects the producer and 
vendor directly and not just indirectly 
through the conssmer—to furnish the 
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information which is necessary for these 
boards to proceed intelligently? Can 
we engage in production control judi- 
cially so as not to become involved in 
either of the two possible economic 
extremes? Will the pricing policies 
stand the test of real economic wisdom? 
Are the labor conditions and fair- 
practice provisions realizable? Our in- 
dustrial system may not be materially 
capable of sustaining the humanitarian 
ideals of the social engineer, and the 
whole matter of pricing may better 
be left to “‘economic laws.”’ Further- 
more, business men may find that the 
apparently necessary amount of atten- 
tion to social obligations implied in 
the self-regulation of business prevents 
proper attention to the technique of 
business itself. In any event, it is 
important to keep in mind that the 
improvement of business standards is 
not to be confused with the hard work, 
intelligent business technique and gen- 
eral business confidence which are 
more directly effective in restoring 
business activity; at least, that princi- 
ples of business ethics are nota sufficient 
causal contribution to the recovery of 
economic health. And perhaps the 
clearest path of business wisdom lies, 
not in the direction of specific elabora- 
tions of “fair practices,” but rather in 
the setting up of administrative indus- 
trial boards with flexible and autono- 
mous powers. 
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that the sentiment in favor of continu- 
ing the N. I. R. A. or some similar 
scheme of planning is so strong that the 
question whether we are to embark 
upon a more extended experiment with 
planning is a live political issue. 

Under these circumstances, it is 
obviously desirable to examine with 
care the practical statistical problems 
involved in the establishment and 
operation of a long-range scheme of 
economic planning. This is clearly 
the case because most, if not all, of the 
prominent schemes of planning which 
have been suggested presuppose the 
availability of a large body of current 
and historical economic statistics, to- 
gether with the elaboration of methods 
for analyzing and interpreting such 
statistics. Statistics are indeed a cen- 
tral and vital element in the structure 
of nearly all of the important planning 
proposals. If we can now define, even 
with some incompleteness and some 
lack of certainty, the limitations upon 
the available statistics and upon their 
interpretation in connection with poli- 
cies of economic planning, we shall 
have a highly significant basis for 
anticipating the probable chance of 
success of such policies. 


Normal Tendencies 


One of the central quantitative prob- 
lems, which we hope may be answered 
by statistics, has to do with the 
appraisal of economic normals. Al- 
though the word “‘normal”’ is used in 
various senses in economic analysis, 
we shall be concerned here with two 
special, although not uncommon, 
senses. We shall be concerned first 


with economic normals as long-run 
average tendencies about which the 
short-run variations in economic con- 
ditions appear as deviations, now posi- 
This normal we 


tive, now negative. 
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shall call a “‘normal tendency.” The 
other special sense in which we shall 
use the term normal is as a “normal 
relationship,”’ a relationship—average 
rather than actual—among various 
economic factors, at a given time, so 
that there is a natural or inherent 
stability in such a relationship. As 
a special case of much importance, we 
shall need to consider normal relation- 
ships among normal tendencies. We 
turn now to an outline comment on 
normal tendencies, with particular refer- 
ence to economic planning. 

It must be noted that a normal 
tendency is by no means necessarily 
a horizontal or level average; it is only 
exceptionally of that type. It is rather 
to be expected that there is a system- 
atically changing level, a level in which 
there is a steady or progressive change, 
upward or downward as the case may 
be, persisting over long intervals of 
time without response to the short-time 
deviations of which we have already 
spoken. This should not be taken to 
imply that such a normal must be 
always rising, or always falling. It 
might for a long time be rising steadily 
(but not constantly); it might there- 
after cease rising, and it might then 
enter upon a persistent decline. In 
other words, the movement might par- 
take of the form of a very long wave. 
It is with this concept of normal, as a 
‘systematically changing level,” that 
we shall mainly be concerned. 

The economic structure within which 
we live is in a state of continual flux; 
any particular economic factor reflect- 
ing the condition of some particular 
aspect of the economic structure may 
have a particular normal tendency all 
its own. These various normal tend- 
encies, each pertaining to a particular 
economic factor, together constitute 
the normal tendency of the whole 
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structure. It is impossible to observe 
and measure the normal tendency of 
the whole structure, and we therefore 
fall back upon attempts to observe 
and measure the normal tendencies of 
particular economic factors. So long 
as the factors which we study make up 
together a sufficiently comprehensive 
picture of the whole structure, this 
piecemeal observation is perhaps a 
workable makeshift for the desired but 
impossible observation of the whole 
structure. If, however, we limit our 
observation to a selected list of partic- 
ular factors which do not together 
make up an adequate picture of the 
whole structure, we shall fail—no mat- 
ter how satisfactorily we observe the 
selected factors—to understand the 
course of the structure as a whole. 
The practical problem thus consists of 
two parts: (1) to select appropriate 
particular factors which together ade- 
quately represent the whole structure, 
and (2) to observe, measure and inter- 
pret properly these selected factors. 
Upon the first of these tasks, we now 
make little comment. In the quan- 
titative study of economic conditions 
so far developed, little attention has 
been given to the important question 
of the selection of particular factors 
to be used in describing the economic 
situation and its changes. One reason 
for this is that economic statisticians 
have had very limited choice in the 
matter; they have been forced to 
use those factors for which data were 
available or which could readily be 
made available. This practical re- 
straint imposed upon statisticians has 
been particularly serious in historical 
studies covering any long interval of 
the past. In recent times a much 
wider range of measured factors could 
be used, but even since the World 
War the economic statistician has been 
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unable to study quantitatively numer- 
ous important economic factors because 
proper statistics were not—and are 
not now—available. It is not our 
purpose here to develop at length views 
concerning the selection of economic 
factors to represent tendencies in the 
economic structure as a whole. It is 
perhaps wise to urge that, at least in 
the early stages of a thorough experi- 
ment with economic planning, every 
important factor for which data are 
available should be studied carefully, 
and also that great care should be 
exercised to consider qualitatively the 
factors which are important, but for 
which data are not available. 

On the second of the tasks men- 
tioned, the study of each selected fac- 
tor, modern statistical practice affords 
a good basis for more detailed comment. 
Suppose, specifically, that we are con- 
sidering the normal tendency of a 
particular economic factor for which 
adequate data are available. It is 
perhaps a tiresome repetition of a 
well-known fact to state that, even in 
this favorable case, we are not in a 
position to appraise with assurance the 
normal tendency. At any given time, 
let us say the present, statistical tech- 
nique gives us a means of measuring 
with passable precision the normal 
tendency of a particular economic 
factor over a past period reaching 
almost up to the present. We say 
‘“‘with passable precision” because, 
even in appraising the normal tendency 
in a closed historical period, there is no 
certain statistical procedure which 
yields an exact determination of the 
past normal tendency or even affords 
an unmistakable indication of the type 
of curve properly representing the past 
normal tendency. We say ‘almost 
up to the present” because, however 
close we can get to an exact description 
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of the normal tendency over the main 
sweep of the past record, it is just at 
the ends—and the present is one end— 
of the past period that the imperfection 
of measurement is most likely to be 
serious. 

Another way of putting this comment 
is to say that we can never have high 
confidence in a statistical appraisal 
of acurrent normal. Glaring examples 
of this inability to appraise current 
normals are strikingly abundant in the 
record of the great economic cycle ter- 
minating in the present depression. 
We have only to go back to 1928 or 
early 1929 to see how commonly and 
completely even well-trained and well- 
informed students of current economic 
conditions failed in their attempts to 
appraise the then normal tendencies. 
Following the speculative crash in 
1929, further evidences of an utter lack 
of even approximate knowledge of 
current normals are now seen, in 
retrospect, to have been painfully abun- 
dant. Even at this late date, we see 
so-called “‘normal”’ trends which are 
based upon the study of historical 
periods ending in 1929 or early in the 
depression, and which—it now appears 
—ought obviously not to have been 
regarded as estimates of the normal 
current at the time the estimate was 
made. Nothing can be more disquiet- 
ing to a critical economic statistician 
who recognizes the bearing of an ap- 
praisal of normal tendencies upon eco- 
nomic planning, than the dismal history 
of various recent attempts at appraising 
such normals. 


Prospective Normal Tendencies 


Bad as the case is for the determina- 
tion of a current normal tendency from 
a knowledge of historical data, it is 
even more difficult to forecast a pros- 
pective or future normal 


tendency. 
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A historical statistical record yields a 
strikingly unsatisfactory appraisal of a 
current normal tendency, but its mar- 
gin of error is even wider for estimates 
of normal tendencies in the future, 
even the fairly near future. It should 
be understood that, in saying this, we 
are not talking about an attempt to 
forecast cyclical fluctuations—short- 
time fluctuations—but we are limiting 
our concern to an appraisal of the long- 
run tendency. It will be understood 
further that we fully recognize that 
more satisfactory estimates can be 
made—narrower margins of error need 
be allowed for—in certain economic 
factors than in others. Likewise, we 
recognize that a more trustworthy 
appraisal of a normal tendency can be 
made under conditions in which the 
particular factor does not currently 
depart far from normal than under the 
opposite conditions. It must be 
noticed again, however, that many of us 
did not think we were far from normal 
in 1928 and 1929. 

Although absolute precision in deter- 
mining the normal tendency of a 
particular economic factor is impossible, 
we can estimate the normal tendency 
in the light of the historical statistical 
record. Our estimate then should be 
in terms of what Wallace B. Donham 
has called a “‘zone of uncertainty,” 
within which the true normal tendency 
might be expected to fall. This zone 
would presumably be fairly wide for 
the beginning of the historical period 
covered; it would become very narrow 
through the main middle sweep of that 
period; it would widen again as we 
approached the present or current posi- 
tion and would become still wider as 
we passed into the more and more 
remote future. In particular instances, 
important variations from this sup- 
posed experience might be encountered. 
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The practical problem includes, there- 
fore, not only an appraisal of the 
normal tendency itself, but also an 
appraisal of the width (at various 
points of time) of the corresponding 
zone of uncertainty. Although we can- 
not appraise the normal tendency with 
precision, knowledge of this zone is 
vastly preferable to total ignorance, for 
it enables us to define the boundaries 
between which the normal tendency 
will probably lie at any given time. 

The zone of uncertainty will vary 
in width from one economic factor to 
another. It may be quite narrow for 
such factors as the rate of interest or 
the production of nonluxury consump- 
tion goods, and quite wide for such 
factors as the price of stocks or the 
manufacture of locomotives or the 
erection of factories. In the one case 
our estimate of the normal tendency 
would be fairly precise; in the other 
it would be highly uncertain. It has 
already been observed that the width 
of the zone, for a particular factor, 
will be different at different specific 
times, ordinarily becoming wider and 
wider as we project the forecast of 
normal into the future. 

The statistical work of measuring 
normal tendencies and the appropriate 
zones of uncertainty, for particular 
economic factors, can be carried for- 
ward with considerable assurance and 
speed. For numerous important eco- 
nomic factors the chief requisite is a 
formal analysis of existing data, and 
much of this—so far as it concerns 
estimates of the normal tendency alone 
—has already been carried out. It is 
true that some of the findings already 
made are subject to controversy, and 
further investigation will be needed 
before conclusive and generally ac- 
cepted results are available. Even in 
the bulk of the cases already studied, 





it is still necessary to provide esti- 
mates of the zone of uncertainty. 
Nevertheless, after all the necessary 
work incident to reexamining certain 
factors and making an initial examina- 
tion of others is allowed for, the tech- 
nical task is not of forbidding 
proportions. 

We must not overlook the deficiency 
of data for various important economic 
factors, and it may be necessary to fill 
in some of these gaps before we can 
secure a workable composite picture of 
economic normals. The deficiency in 
data may consist in an absence of early 
figures—it may be impossible to com- 
pile a historical record sufficiently long 
enough to yield the desired measure- 
ments. ‘The deficiency may result from 
our neglect thus far to secure the 
needed information, and in some of 
these cases a searching study of more 
or less obscure records may enable us 
to construct historical series. Finally, 
the deficiency may be due to our total 
inability to secure facts; for such cases 
there is no hope of bringing the partic- 
ular economic factor into the analysis 
until after the lapse of a sufficient time 
to yield adequate historical background. 
Deficiencies of these sorts are present 
for many important factors. Exam- 
ples appear in the production and price 
of various modern materials and fab- 
ricated articles, such as special alloys 
and rayon, radios and electric refriger- 
ators; in employment and certain other 
factors reflecting labor conditions; in 
stocks of goods at various stages of the 
productive process, and supplies of 
durable goods in the hands of con- 
sumers; in the volume of saving by 
individuals and by industry; in the 
amount of productive capacity, and 
the volume of new capital equipment; 
in the use of credit for specific purposes, 
both short-time and long-time; in the 
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retail distribution of commodities, and 
the preferences and needs of con- 
sumers for particular types of highly 
fabricated or style-essential articles; 
in the profit on capital and the com- 
pensation of management. The list 
could be extended, but it is already so 
long that the limitations imposed by 
these deficiencies upon intelligent plan- 
ning must be painfully obvious. 

There is not only a deficiency of data 
for many important factors, but there 
is also a deficiency in theory and method 
of analysis. Less is known about the 
determination of zones of uncertainty 
than about the calculation of the appar- 
ent normal tendencies. Some progress 
can be made by experimentation; the 
testing of zone analyses for particular 
series (factors) should throw much 
light upon the theoretical and technical 
questions yet unanswered with respect 
to the zones. But experiments alone 
will not meet the needs; a careful and 
time-consuming survey of the founda- 
tion theory itself is essential. To a less 
degree, this difficulty arises also in 
connection with the determination of 
apparent (“fitted’’) normal tendencies, 
for the theoretical side of that analysis 
is yet far from clearly established. 
There is no adequate theory of eco- 
nomic growth, although there are frag- 
ments of theory covering the supposed 
laws of growth for particular economic 
factors. The situation is somewhat 
better in respect to population growth, 
but even here established principles 
are meager. ‘The main questions in- 
volved in economic growth are largely 
untouched, yet they are at the root 
of the planning problem. We con- 


clude that, in addition to making up 
the deficiencies in statistical data, we 
must spend much time and effort in 
rounding out a theory of normal 
tendencies. 
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We have thus far spoken as though 
the measurement of the normal tend- 
ency for a particular factor is merely a 


statistical task. As a matter of fact 
the determination of normal tend- 
encies is only partly a statistical prob- 
lem; various qualitative evidences 
should be considered in testing the 
results. Development of the science 
thus far has given altogether inade- 
quate attention to this aspect of the 
measurement of normal. It is not our 
purpose here to elaborate principles 
or methods governing the use of quali- 
tative or theoretical evidence as a 
supplement to the statistical determina- 
tion of normals. We note, however, 
that such evidence would include not 
only various qualitative facts concern- 
ing the economic factor under observa- 
tion and its variation, but also the 
relationship of the particular economic 
factor to various other factors in the 
living economic organism. But how 
and to what extent these relationships 
should be brought into the analysis 
need not be discussed at length here. 
We merely need to notice that evi- 
dence of this sort has a large but 
unknown importance and, therefore, 
tends to obscure and confuse an analy- 
sis which might otherwise be mainly 
mechanical. 


Normal Relationships 


We pass now to a consideration, 
less extensive, of normal relationships 
existing at a given time. ‘This concept 
of normal emphasizes the notion that 
the economic system is a structure in 
which the relations of the parts to one 
another are significant and tend to be 
persistent. ‘The point of view is more 
in line with the facts. In studying 
normal tendencies, the emphasis was 
upon each factor separately; here the 
emphasis is upon the whole economic 
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system as an entity. In the case of 
normal tendencies, the statistical analy- 
sis was largely limited to the study of 
historical data; here it must treat 
chiefly cross-section data. 

Here, as in the case of normal tend- 
encies, no complete picture can be 
provided; we cannot present a cor 
prehensive description of the normai 
relationships existing among all eco- 
nomic factors at any given time. We 
must confine our attention to selected 
groups of factors; and, by studying 
these fragments of description, we 
shall develop some basis for inference 
about the complete description. 

The groups of outstanding impor- 
tance are indicated by the types of 
study actually made or advocated by 
economic statisticians. We may men- 
tion studies covering household bud- 
gets, the distribution of income among 
individuals or among the “factors of 
production,” relations between price 
and demand or supply for particular 
commodities, relations among prices 
of various commodities, relations be- 
tween debtor and creditor, the balance 
of international payments, and the 
financial conditions of banks, indus- 
tries and governments. 

This list covers merely a selection of 
leading cases which have actually re- 
ceived attention; a much longer list of 
actual studies or desirable studies of 
this sort could readily be drawn up. 
Even a brief survey of the situation 
reveals serious deficiencies. Very few 
such studies have actually been made, 
compared with those needed; and, of 
the studies already made, many are 
inconclusive or out-of-date. ‘The sur- 


face has merely been scratched in this 
large section of the problem of statis- 
tical normals. 

In the case of normal relationships, 
technical problems, similar to those 


noted in connection with normal tend- 
encies although different in specific 
details, appear in even more obstruc- 
tive manner. Here, also, appear strik- 
ing deficiencies in the essential basic 
data, and the chance of remedying this 
deficiency is generally smaller for cross- 
section data than for historical data. 
Here, likewise, are serious deficiencies 
in theory, and the theoretical questions 
involved are so exceedingly complex 
that there is less hope for an early 
elaboration of theory than in connec- 
tion with laws of growth. ‘The sober 
fact is that, imperfect as is our knowl- 
edge of economic changes over time, 
it is much more imperfect as to eco- 
nomic relationships at a given time. 

One particularly serious obstacle to 
both the collection of appropriate data 
and the development of sound theory 
is that these normal relationships are 
largely fictitious. For example, in the 
case of a family budget, we are inter- 
ested in the distribution of family 
expenditure among various types of 
consumption, not as it happens to be 
at a given time, but as it would 
“normally” be at that time if no 
peculiar temporary influences operated. 
It becomes a problem of sampling and 
of averages. The reader may reflect 
that the case is somewhat analogous 
for normal tendencies, and that there, 
also, the actual observation usually 
departs from normal. Any critical 
statistician who has tried his hand at 
both types of problem will not have 
the slightest doubt; he will know that 
the practical and theoretical difficulties 
in the way of measuring a normal are 
generally far greater for the cross-sec- 
tion type than for the historical type. 

We have already remarked that an 
important special case of normal rela- 
tionship appears when we study the 
normal relation to each other of the 
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normal tendencies of particular eco- 
nomic factors. A similar case, or the 
same case in opposite terms, involves 
the study of the normal tendency of a 
normal relationship. From either point 
of view it is a question of combining the 
two concepts of normal, the cross- 
section concept with the historical con- 
cept. Obviously such a compound 
normal is the ultimate foundation of 
wise planning; we should know not only 
the normal relations of the various 
factors to each other, but also the 
normal course along which the system 
is moving. It need scarcely be re- 
marked that, as we have already dis- 
covered serious obstacles in the way of 
an adequate description of normals of 
either sort, there is sure to be great 
difficulty in determining compound 
normals. ‘This statement is of course 
general, and there may be particular 
exceptions; for example, we may find 
it easier to describe the normal course 
of a certain balanced portion (of the 
economic system) as a whole than to 
describe either the normal tendencies 
of its constituent elements or the 
normal relationship among those ele- 
ments separately. 


General Objectives of Planning 


Different planners or advocates of 
planning indicate different objectives 
of planning. Without professing to 
cover the field comprehensively, we 
believe that the broad objectives of 
many of the prominent schemes can be 
classified in two groups. This classi- 
fication is made in terms of the way in 
which the normal concept, using normal 
in either or both special senses developed 
above, is involved in the objective. 
Some plans aim at keeping the economic 
system close to normal—they are sta- 
bilizing plans. Others aim to force 
changes in the normals—they are re- 
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construction plans. Needless to say» 
any particular plan, especially an elabo- 
rate plan, may have objectives of both 
sorts. ‘The essential point is that lead- 
ing plans can be classified instructively 
on this basis. 

The stabilizing plans accept normal 
as a natural condition, deviations from 
which involve hardship and may even 
involve catastrophe, and seek to main- 
tain conditions as nearly normal as 
possible. In respect to normal tend- 
encies, the aim is to maintain the 
courses of economic factors as close as 
possible to their several normals. In 
other words, the aim is to smooth out 
cyclical fluctuations. ‘These plans as- 
sume that the severity of cyclical swings 
is due in important measure to our 
faulty appraisal of normal tendencies. 
They hold that, in a national economy 
in which normal tendencies are ac- 
curately known and in which manage- 
ment persistently aims at the normal 
as a goal, the chief cause of serious 
maladjustments, critical strains, and 
drastic cyclical depressions will be 
absent. 

All cyclical variations are not likely 
to be removed by such plans. Errors 
in the appraisal of normal will cause 
cycles; natural accidents and great 
inventions will produce changes in 
normal and generate cycles during the 
period of readjustment, and certain 
fields of economic activity in which the 
risk element is concentrated will con- 
tinue to yield cycles. The persistence 
of some cycles, even though moderate, 
will hamper the continuing appraisal of 
normal tendencies and thus prevent 
such plans from attaining a very close 
approach to perfection. 

Likewise, concerning normal rela- 
tionships, the aim of the stabilizing 
plans is to maintain actual conditions 
close to normal. In cross-section re- 
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spects, as in temporal respects, these 
plans would accept the determined 
normal as a natural condition, to main- 
tain which is wise policy. Deviations 
from normal are to be accepted as 
signs of economic ill health, and the 
normal is to be restored by removing— 
this is the planning function—the cause 
of the deviations. 

The reconstruction plans are likely to 
contend that the observed normals do 
not necessarily reflect a natural condi- 
tion, that existing normal tendencies 
and normal relationships are the re- 
sults of historical accidents or public 
policies and are themselves (to some 
extent) symptoms of economic ill health, 
and that wise policy consists in apply- 
ing force—presumably public force—to 
change these normals. It will be clear 
that, for plans of this type, the determi- 
nation of statistical normals is by no 
means as effective an aid as for plans of 
the stabilizing type. If the planner 
starts out with the conclusion that 
existing normals are undesirable, the 
detailed objectives of his planning must 
rest largely upon his dogmatic opinion 
as to what is desirable. If he is 
already sure that labor gets too small 
a share of the national income or that 
saving is proceeding at too high a rate 
or that people are spending too large a 
portion of their income for clothing, he 
needs no statistical normal before 
inaugurating a plan to set matters 
aright. 

The statistician may, of course, con- 
tend that even planners of this sort 
should give careful consideration to 
economic normals. He may contend 
that reconstruction plans which involve 
an excessively rapid modification of 
existing normals, or modifications in 
certain normals inconsistent with modi- 
fications in others, may produce mal- 
adjustments in the economic structure 


and perhaps lead to disastrous panics. 
He may even contend that forced 
modifications in normals will have 
normal consequences, unless the applica- 
tion of the same or different forces is 
continued. He will at least make out 
a good case for the decisive importance 
of a thorough knowledge of statistical 
normals as a foundation for plans aim- 
ing at the uprooting of those normals. 


Conclusion 


An essential feature of many promi- 
nent planning schemes is a thorough 
knowledge of statistical normals, both 
normal tendencies over time and normal 
relationships at a given time. ‘This 
holds both for reconstruction plans, 
which aim to change the normals, and 
for stabilizing plans, which aim to 
maintain normals and minimize devia- 
tions therefrom. An accurate knowl- 
edge of normals would be a more 
effective aid for stabilizing plans than 
for reconstruction plans. For the 
former the normal is a guide and a 
goal; for the latter it is rather a warning 
and a limitation. 

We do not as yet have adequate 
knowledge of statistical normals to 
serve as a sound aid in planning of 
either sort. The provision of such 
knowledge, involving both an extensive 
collection of facts and an elaborate 
development of theory, can come only 
after time-consuming research. No 
amount of wishful thinking can take 
the place of such scientific results, and 
no feverish desire for action can speed 
up the slow and orderly process of 
scientific investigation. We are forced 
to conclude that there is not now, and 
will not soon be, any sound statistical 
basis for economic planning. 

A finding of this sort is likely to be 
challenged on two grounds: (I) as to 
its bearing upon present policy and (2) 
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as to whether it points to any specific 
policy other than that now being 
followed. ‘The above analysis has little 
bearing upon the N. I. R. A. so far as 
that measure is strictly an emergency 
device, except to indicate that this 
particular emergency device—and this 
is often true of emergency devices— 
does not rest upon an adequate scien- 
tific basis. If the N. I. R. A. helps 
relieve the emergency, it will do so, 
not because it has a sure foundation in 
scientific knowledge, but because of 
fortunate circumstances or of the in- 
sight and skill—in fairness we should 
perhaps say the wisdom or genius—of 
its originators and administrators. 

The bearing upon present policy in 
the broader sense is obvious; the above 
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analysis warns emphatically against 
entering upon a long-time planning 
program at present or in the early 
future. Even if we grant that the 
N. I. R. A. is a useful means of meeting 
the emergency, the above analysis still 
strongly indicates that no such scheme 
should be prolonged beyond the emer- 
gency. As respects the second ques- 
tion, the analysis does point toward a 
specific policy. It clearly indicates 
that we should move toward a more 
comprehensive and more thorough sys- 
tem of recording and analyzing economic 
movements to the end that, in whatever 
way the planning of the future is done, 
it can be based upon facts rather than 
wishes, and upon science rather than 


faith. 








ENGLAND AND AMERICA OFF GOLD— 
PARALLELS AND CONTRASTS 


By MALCOLM P. McNAIR 


WO years and more have elapsed 

since that day in September, 1931, 

when the Bank of England was 
forced to suspend gold payments and, 
in so doing, gave notice to all nations 
that the world’s business difficulties 
had reached the acute phase of monetary 
instability. ‘That event sharply inter- 
rupted the beginning of business re- 
covery in the United States and gave 
new impetus to the vicious spiral of 
deflation which continued for over a 
year and a half to carry values lower 
and lower in a frenzy of forced liquida- 
tion continually feeding upon itself. 
Partly as a consequence of the forces 
set in motion by England’s departure 
from the gold standard in 1931, the 
United States experienced three gold 
panics, or perhaps more accurately 
three distinct phases of one persistent 
gold panic. There was in the fall of 
1931 the first foreign-withdrawal panic, 
in the course of which we lost $464,- 
957,000 of gold. This run was tempo- 
rarily halted only to be resumed in the 
second foreign-withdrawal panic in the 
spring of 1932, when $531,764,000 in 
gold went out of the country. Then 
in the early spring of 1933 the third 
gold panic took the predominant form 
of domestic hoarding, and this panic 
finally accomplished what the foreign- 
withdrawal gold panics had not been 
able to do, namely, the temporary 
closing of every bank in the United 
States, the declaration of a complete 
embargo on gold shipments, the re- 
pudiation of contracts calling for pay- 
ment in gold dollars, and the passage 
by Congress of an act giving the 


President the widest powers to debase 
the currency. 

In the autumn of 1931 the idea that 
the United States might eventually 
follow England off the gold basis was 
voiced only by the extreme alarmists. 
Our position was thought to be wholly 
impregnable, and any suggestions look- 
ing in the direction of a managed 
currency or other forms of monetary 
tinkering were sternly repudiated by a 
great majority of those in the highest 
business and political circles. In view 
of the almost universal tone taken by 
the general and financial press in the 
fall of 1931 and during the ensuing 
months, it was considerably disconcert- 
ing to any observer who had been able 
to keep himself at all aloof from the 
turmoil of circumstance to note with 
what singular complacence, not to say 
enthusiasm, the departure of the United 
States from the gold standard was 
greeted when the event actually had 
taken place. From anemotional stand- 
point such an attitude is understandable 
as a consequence of three and one-half 
years of deflation, but it is none the 
less disturbing to the sober mind to see 
so little apprehension of the dangers of 
an inflated currency, so little under- 
standing of the threat which the de- 
basement of the dollar presents to what 
little monetary stability still remains in 
the world. 

Many who look upon the recent series 
of fiscal events in this country with 
equanimity, not to say approval, are 
wont to cite the experience of England 
since September, 1931, as a reassurance 
with respect to what may happen in 
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the United States. They point out 
that the action of Great Britain in 
severing the relation of her currency 
to gold in 1931 had the effect of halting 
the disastrous deflation, of stopping the 
decline in prices in terms of sterling, 
and of preserving the business and 
financial structure of the country. It 
becomes of some importance, there- 
fore, to examine the extent of the 
parallelism which exists between our 
situation and that of Great Britain; 
and such an examination may well 
begin with a brief summary of the 
primary causes for England’s departure 
from the gold basis and the extent to 
which there were parallel causes opera- 
tiveinthe United States. ‘These causes 
in the case of England may be divided 
into two groups, the underlying causes 
and the more immediate causes. 


Why Did England Go Off Gold? 


To take up the first of these, there 
were at least three important under- 
lying reasons that may be cited to 
account for the fiscal difficulties in 
which England found herself in 1931. 

Fundamental changes had gradually 
brought about a decline in British 
business and financial strength. ‘To go 
back even as far as the pre-war period, 
it may be questioned whether there was 
any real recognition of the change 
which had already taken place in the 
position occupied by England in the 
latter half of the nineteenth century, 
when as the world’s workshop she had 
invested heavily abroad, imported raw 
materials and food, and exported fin- 
ished goods. For a long period her 
predominance was unquestioned, but 
gradually other areas were built up 
industrially, partly through the aid of 
British exports of capital and ma- 
chinery; and the growing competition 
of some of these other industrialized 
countries began to threaten the tradi- 
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tional British dominance of world mar- 
kets. Failure both before and after 
the World War to observe these funda- 
mental changes and to make the read- 
justments required was at least one of 
the underlying causes of the decline of 
British business and financial strength. 

At the same time, the rigidity and 
fixed stratification of business and social 
conditions in England, with the result- 
ing class consciousness and narrowed 
outlook on the part of employers and 
on the part of labor, prevented the 
development of flexibility and sadly 
hampered the adjustments necessary 
to meet changed conditions. ‘This con- 
dition clearly was accentuated by the 
political activities of the British trade 
unions, operating through the Labor 
Party; but the blame for narrowness in 
outlook, stubbornness, and unwilling- 
ness to make changes must be shared, 
at least equally, by the business-owning 
and employer classes. This rigidity 
and lack of flexibility became particu- 
larly evident after England had restored 
the pound to par in 1925. During 
the War, Britain followed the example 
of most of the other belligerents in 
going off the gold standard. After the 
War she did not, however, follow the 
example of most of them in perma- 
nently depreciating her currency by 
stabilizing on a new lower basis when 
she returned to gold. On the contrary, 
in 1925 England restored the pound 
to its par value of $4.86. This rise 
in the value of British currency, of 
course, implied in general a decline in 
prices; wholesale prices in England did 
decline, but retail prices and wages did 
not show a corresponding drop in the 
years following 1925. Consequently 
the export industries, the traditional 
bulwark of British prosperity, were 
seriously handicapped by high costs in 
meeting foreign competition. Since the 
rigidities and the lack of the will to 
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readjustment, which apparently existed 
in the British social economy, were so 
marked as to preclude the necessary 
readjustment of costs following the 
restoration of the pound sterling to par 
in 1925, it may be said from the stand- 
point of hindsight that the monetary 
policy pursued at that time was a 
mistake and that the return to the gold 
standard should have taken place on a 
lower basis. 

A third underlying cause was to be 
found in the heavy social expenditures 
of the British Government during 
the post-war period, prominent among 
which of course was unemployment 
insurance, commonly termed the dole. 
These heavy social expenditures coming 
at a time of depressed business activity, 
and in part caused by that very condi- 
tion of business, not only imposed on 
business enterprises a crushing burden 
of taxation, but also resulted in a bad 
budget situation, budgets for several 
years under both the Conservative and 
the Labor governments being precari- 
ously balanced by various and ques- 
tionable expedients and subterfuges. 


More Immediate Causes Forcing England 
Off Gold 

Coming to the more immediate causes 
of the British departure from the gold 
standard, there were again three more 
or less related sets of conditions that 
were of primary importance. 

The first of these was the balance of 
trade, an important matter for a trad- 
ing country such as England. For 
many years, of course, the visible 
balance of trade, that is, the balance of 
imports and exports of actual com- 
modities, had been unfavorable. The 
invisible items, however, had more 
than made up the difference. Chief 
among these invisible items were the 
income from shipping and the income 
from foreign investments. In 1930 


and 1931 the world depression caused a 
sharp falling off in the income from 
shipping, and likewise a sharp falling 
off in the income from foreign invest- 
ments. During these years the decline 
in the world prices of commodities 
entering into foreign trade, especially 
raw materials, was particularly drastic. 
The effect on shipping was almost 
paralyzing, and the effect on income 
from foreign investments, many of 
which were in industries quickly affected 
by changes in raw material prices, was 
equally severe. Hence the balance of 
trade became definitely adverse in 1931. 

At the same time, the reparations 
muddle and growing political uncer- 
tainty throughout Europe brought 
about a decline in long-term foreign 
lending and a substitution therefor of 
short-term credits, which contributed 
an inherently precarious and unstable 
element to the financial structure. 

Finally, as a third important factor, 
lack of confidence engendered by these 
conditions brought about a quiet, but 
none the less persistent, flight from the 
pound. Then a relatively minor inci- 
dent in connection with the pay cuts 
in the Navy was magnified by the 
foreign press into some semblance of a 
mutiny. The flight of British capital 
from the pound was accelerated, foreign 
banks began withdrawing balances from 
London, both because they had difh- 
culties of their own to contend with and 
because they distrusted the British 
situation, and many foreign holders of 
British securities dumped them in the 
British market. Americancredits made 
earlier in the summer were exhausted in 
the effort to stem the tide. For a 
short period, millions in gold were 
pulled out of London each day, until 
finally on September 21 the Bank of 
England was forced to suspend gold 
payments. 

Through this chain of events England 
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was driven off the gold standard. The 
manner of the departure from gold is to 
be emphasized. England did not sus- 
pend gold payments as a matter of 
voluntary policy but rather as a matter 
of immediate and pressing necessity. 


Have the Same Conditions Existed in 
the United States? 


We may now inquire to what extent 
causes similar to the foregoing were 
present in the United States. 

It can be said at once that the first 
of the three underlying causes, namely, 
the decline of British business and 
financial strength over a period of years 
owing to unperceived changes in the 
commercial and industrial relations of 
Britain with the rest of the world, was 
not present in this country to anything 
like the same degree. We had no large 
semipermanent group of unemployed, 
and during the 1920’s we.enjoyed a 
pronounced boom in business that had 
no counterpart in British experience. 

As regards the second underlying 
cause, that is, the rigidity and fixed 
stratification of British business and 
social conditions resulting in such a 
lack of flexibility as to make necessary 
readjustments almost impossible of ac- 
complishment, we are now perceiving 
that a more nearly parallel condition 
existed in this country than any of us 
would have been willing to admit three 
years ago. We then thought that a 
substantial part of this situation in 
England was due to the participation of 
labor in public affairs as an organized 
political party, and we prided ourselves 
on the fact that in the United States 
organized labor never had participated 
in public affairs in that way. We for- 
got, however, that the farmers and the 
political friends of the farmer, in their 
efforts to maintain the status quo in 
agricultural output, were fully as im- 
portant a factor in American political 
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life as was the organized Labor Party in 
Great Britain. Furthermore, as a re- 
sult of the combined efforts of organized 
labor, short-sighted politicians, well 
meaning but unthinking business men, 
and shallow economists, there had 
developed a very considerable lack of 
flexibility inour wage structure. Again, 
big business in this country had been 
guilty of developing too much fixed 
overhead, and of seeking too many 
agreements looking towards stability. 
For these and other similar reasons the 
economic system in the United States 
had developed more rigidity than most 
of us realized. It was no longer flexible 
in meeting changing conditions and in 
making the necessary readjustments. 
The evidence of this lack of flexibility 
was to be found in our huge structure of 
fixed indebtedness. This tremendous 
burden of debt in America must be 
understood not only as an outgrowth of 
speculation but also as the outward 
expression of our inordinate desire for 
security, our unwillingness to take 
losses, our demand that the future be 
poured into the mold of the present. 

The third underlying cause in the 
case of Great Britain was the heavy 
social expenditures of the Government 
and the resulting burden of taxation on 
business, with the concomitant difh- 
culty of effecting a real balance in the 
budget. In the United States we did 
not have a formal dole, but we had 
inordinate expenditures on behalf of 
war veterans; we did not have the 
heavy social expenditures by the Gov- 
ernment which characterized Great 
Britain during the post-war period, 
but we had a great deal of graft and 
extravagance in government—federal, 
state and municipal—from which the 
British system was almost wholly free. 
These mounting costs of government 
in the United States, as soon as the 
business depression began to reduce 
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the income from taxation, had the 
result of unbalancing our budget. 

It can be said, therefore, that there 
were present in the United States, 
during 1930-32, causes parallel to two 
of the three underlying causes which 
drove England off the gold standard. 

Of the three more immediate causes 
of England’s being forced off the gold 
basis in 1931, namely, an adverse trade 
balance resulting from the decline in 
the invisible items, a precarious financial 
structure developing from the substitu- 
tion of short-term credits for long-term 
credits, and finally a loss of confidence 
resulting in a flight from the pound and 
the withdrawal of foreign balances, it is 
fair to say that one at least was not 
paralleled in the United States. 

First, we did not have an adverse 
balance of trade, nor was our interna- 
tional trade such an important factor 
in our business structure as to make an 
adverse balance of trade as critical for 
us as for England. 

Second, as regards the threat of 
instability from short-term money, it 
is true that the amount of short-term 
credits which the United States had 
frozen abroad was not great enough to 
constitute the same serious threat to 
us that it did to England. Yet it must 
be recognized that we have shared 
with the rest of the world an increasing 
liability to trouble in the financial 
structure because of the large volatile 
supply of “roving” money which, seek- 
ing safety, moves continually from one 
country to another as the balance shifts. 
The world’s monetary system may be 
likened to a ship, a large part of whose 
cargo, instead of remaining securely 
stowed, has broken loose from its lash- 
ings and rolls back and forth from side 
to side and end to end each time the 
vessel lurches. Viewed in that light, 
the tokens of wealth which took refuge 
in this country during the troubled 


flight from the pound in England, for 
instance, were a source of weakness 
rather than strength. Naturally, this 
process of shifting has been greatly 
expedited by the operations of specula- 
tors in the international money market. 

Closely related to this situation, there 
was also the third and most important 
of the immediate causes, namely, lack 
of confidence; and as the event demon- 
strated, this cause was fully present in 
the United States. There was lack of 
confidence, both at home and abroad, 
in the solvency of the banking system 
of the United States. In our case, as 
in England’s, only some untoward 
incident was necessary to start the 
fatal collapse of the house of cards. 
England had her incident in the incipi- 
ent mutiny in the Navy. We had a 
succession of incidents in the publicity 
given to the Reconstruction Finance 
Corporation loans, the beginning of 
bank holidays, and the disclosure of 
questionable practices in exalted bank- 
ing circles. 

In both cases the ultimate event was 
probably inevitable, sooner or later. 
But in the actual unfolding of the 
event, there were important differences. 
The pound sterling was toppled from 
its gold basis by gold runs on the Bank 
of England, for the most part originat- 
ing abroad. The United States, how- 
ever, successfully withstood two major 
gold runs from abroad, one in the fall 
of 1931 and the other in the spring of 
1932. In England, because the critical 
factor was the gold run from abroad, 
the crisis took the form of a suspension 
of gold payments by the Bank of 
England; whereas in America, since the 
critical factor was domestic hoarding, 
the crisis took the form of wholesale 
bank closings and the suspension of 
gold payments, at first only internally. 
After a majority of the banks had 
again been opened, the United States, 




















in possession of a substantial part of 
the world’s supply of monetary gold, 
with a favorable trade balance, and 
with domestic confidence restored to a 
marked degree by the energetic measures 
of the new Administration, voluntarily 
(in appearance, at least) depreciated 
the dollar in terms of foreign currency 
by declaring an embargo on the foreign 
movement of gold and by proceeding 
formally to repudiate all contracts call- 
ing for payment in gold dollars. 

It is easy to see why this action on 
the part of the United States Govern- 
ment shortly after the beginning of the 
present Administration came as a com- 
plete shock to the rest of the world. 
There were scarcely any of the outward 
signs present which ordinarily betoken 
the existence of such an acute monetary 
crisis as to make departure from the 
gold standard inevitable. Europe did 
not then, and does not now, understand 
why the United States abandoned the 
gold standard; and, it may be remarked, 
there are many people in this country 
who never have been able to under- 
stand it either. 


The Problem Confronting the New 


Administration 


It is clear now that President Roose- 
velt and his advisers had a most difficult 
decision to make last April. The em- 
bargo on gold at the time of the 
bank closings was purely a temporary 
measure. After the bank crisis had 
been dealt with, the problem was 
whether President Roosevelt should 
emulate that illustrious Democrat of an 
earlier period, Grover Cleveland, and 
stand fast against all forms of currency 
inflation, lift the gold embargo, and 
declare the resolution of the United 
States to remain firmly on the gold 
standard, or whether he should take 
the course which he finally decided 
upon, namely, to let the dollar seek its 
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own level, continue the gold embargo, 
and repudiate the gold clause. The 
reasoning of the President and his 
advisers at that time presumably was 
somewhat as follows: 

(1) If we stand fast on the gold 
standard, that means paying out gold 
to all comers; and Europe and our own 
gold hoarders may take out so much 
gold that we shall be forced off the gold 
basis as was England in 1931. 

(2) A continuance of the deflation of 
the past three years—and such a con- 
tinuance, for the short run at least, is 
almost inevitable because of the number 
of banks that are unable to open again 
—will bring about serious social reper- 
cussions which we must at all costs 
avoid. Therefore, it is imperative that 
the domestic price level be raised. 

(3) Currency-inflation sentiment is 
so strong in Congress that our hands 
are likely to be forced in any event. 

If the reasoning of the President and 
his advisers along the lines indicated 
was correct, then the action last April, 
when we formally departed from the 
gold standard, merely anticipated the 
inevitable and is therefore not properly 
a target for the violent criticism which 
has been directed at it, particularly from 
abroad. 

But who can say whether or not the 
reasoning of the President and his 
advisers was correct? Is it not possible 
that the other course would have been 
safer in the long run; that if the violent 
inflation sentiment in Congress had 
been curbed by the President in a 
direct appeal to the people, the feared 
social disturbances would at most have 
been no more serious than those experi- 
enced in 1893, for instance? On these 
questions it is idle to speculate now. 
Perhaps the economic historian of the 
future, with an advantage in perspec- 
tive, can say whether or not President 
Roosevelt took the wrong turn in the 
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road in those eventful early weeks of his 
Administration. His appraisal will not 
be in terms of the more immediate 
causes of the action taken at Washing- 
ton last April, but rather in terms of 
those underlying causes that have been 
mentioned earlier, and particularly in 
terms of the major one of these under- 
lying causes, lack of flexibility. The 
questions perhaps will phrase them- 
selves thus to the economic historian: 

Was the great structure of debts and 
fixed obligations so towering and so 
closely interconnected with our mode of 
living that the adjustment could be 
accomplished only by currency debase- 
ment? Was the political power of the 
organized groups among the ranks of 
farmers, laborers, and capitalists alike 
—all bent on pursuing the will-o’-the- 
wisp of security—so great that any 
rational handling of the problem in the 
light of past economic history was 
impossible? Had the will and spirit of 
the American people become so softened 
and enervated that we were no longer 
able to face the stark necessity of 
taking losses, of beginning over again? 
In a word, had we so completely lost 
the spirit that drove our pioneers in 
quest of the ever-receding frontier, the 
spirit of the empire builders who 
spanned the continent with railroads, 
the spirit of individualistic enterprise 
that brought us our vaunted industrial 
supremacy, that we were no longer 
willing to live dangerously? 


The Current Situation 


This brief survey of causes brings us 
up to the present situation. What will 
be the relation of the dollar to gold 
during the next eighteen months? 
What will happen to prices and wages? 
Particularly what should we conclude 
from the experience of England during 
the two years that she has been off the 
gold basis? How far will the experience 
of the United States during our first 


two years off the gold basis parallel 
the course of events in England during 
a similar period? 

The existing situation in England, 
after more than two years during which 
the currency has not been tied to gold, 
is in many respects favorable. To 
quote from the London and Cambridge 
Economic Service: 

The September statistics of internal 
trade and production are again definitely 
favorable. There was a further moderate 
but widespread reduction in unemploy- 
ment. Steel output showed an _ excep- 
tionally large increase. Foreign trade for 
September was also rather more satisfac- 
tory. Imports of materials, though below 
the high August figure, show an appreciable 
improvement over last year, while exports 
of manufactures show a small increase over 
August and a considerable one over Sep- 
tember, 1932, a very poor month. Sterling 
wholesale prices remain almost unchanged.! 


Fully as important as this evidence 
of current improvement is the fact that 
during the last two years England has 
suffered no such deflation as we have 
gone through in America. Internal 
British prices expressed in pounds 
sterling have not varied more than 7.8% 
of the 1930 base during the entire 
period, and in September, 1933, they 
were only about 4% above the level 
which existed at the time when England 
abandoned the gold standard.? The 
general retail-price level also has moved 
relatively little. There is a striking 
contrast between the performance of 
British department stores, whose sales 
—excluding food—in pounds sterling 
declined only 6.4% for the eight months 
from February through September, 
1933, as compared with the correspond- 
ing months of 1931, and that of Ameri- 
can department stores, whose sales in 





1 Harvard Economic Society, Review of Economic 
Statistics, November 15, 1933, p. 180. 

2 The Board of Trade wholesale-price index for 
September, 1931, was 83 (1930 average = 100); it 
subsequently rose to 89.1; later it fell to 81.3; and in 
September, 1933, it stood at 86.3. 
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dollars dropped 29.1% during the same 
period.* The fact frequently is com- 
mented on that England has had no 
banking crisis, no catastrophic succes- 
sion of bank failures. Naturally the 
advocates of a managed currency, and 
foremost among them Mr. Keynes, are 
confident that England escaped the 
dire calamities of deflation by cutting 
her currency loose from the gold stand- 
ard; that she thus stabilized her internal 
price level, and so prevented the bank- 
ing and business collapse from which we 
have suffered so severely in the United 
States. 

On the basis of this apparently favor- 
able British experience with a managed 
currency, many observers confidently 
expect that the United States will 
obtain equal benefits from the mone- 
tary experiments so boldly inaugurated 
by the present Administration. They 
point out that the departure from the 
gold basis has not brought about infla- 
tion in England, and they believe that 
we can similarly reap the benefits of a 
managed currency without incurring 
the dangers of uncontrolled inflation. 
For the sake of one’s peace of mind, 
it would be pleasant to agree with this 
point of view. But these conclusions 
do not stand up under analysis. On 
the contrary, the present situation in 
America has in it far more dangerous 
elements than have been present in the 
British situation at any time during 
the past two and one-half years. ‘Those 
who in the light of England’s experience 
are inclined to look with approval, or 
at least with equanimity, on our own 
abandonment of the gold standard are 
overlooking three very important dif- 
ferences between our situation in 1933 
and that of Great Britain in 1931. 





3 Changes in the sales of British department stores 
are reported monthly by the Incorporated Association 
of Retail Distributors. Figures for American depart- 
ment stores are available in the Federal Reserve 
Bulletin. 
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Differences in the Situations Facing 
England and America 


In the first place, the British depar- 
ture from the gold standard served to 
stabilize British prices primarily be- 
cause there was a continued decline of 
gold prices throughout the _ world. 
Sterling prices, being freed from their 
gold moorings, remained relatively sta- 
tionary. No gap opened up between 
wages and the cost of living. And one 
important consequence of this relative 
price stability was that the Govern- 
ment did not find itself in a situation 
where rising wages and prices were 
continually unbalancing the budget. 
But all of this was possible primarily 
because prices of commodities and 
services in terms of gold continued to 
decline throughout the world. 

The second great difference between 
our situation and that of England lies 
precisely in this budget situation. 
When England cut loose from the gold 
standard in 1931 the budget had been 
balanced, and the strong stand taken 
by the National Government for in- 
creased taxation and reduced expendi- 
tures was amply vindicated in the 
general election in October. 

Finally, the third great difference is 
that England, since this general election 
in 1931, has had a strong Conservative 
Government, a government determined 
to keep clear of huge socialistic projects, 
a government unwilling to adopt the 
dubious policy of seeking to squander 
the country into prosperity by huge 
programs of public works, a govern- 
ment committed to the slower but 
surer plan of gradually deflating costs 
to the point where a restored balance 
between prices and costs will again 
lead to quickened business activity 
through private initiative. 

Now contrast these three important 
facts in the British situation with the 
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corresponding elements in the Ameri- 
can scene. 

First, there is some evidence that the 
long decline of world prices in terms of 
gold has finally halted. An upward 
tendency has been visible for several 
months in the world prices of certain 
sensitive commodities. The effects of 
monetary tinkering, therefore, are al- 
most certain to result in opening a wide 
gap between wages and prices. Be- 
cause the background of world price 
movements in terms of gold is now 
wholly different from what it was in 
September, 1931, we cannot expect that 
the advance of dollar prices in this 
country will be orderly or that it will 
be possible to achieve stability at some 
predetermined point such as the 1926 
price level. England’s experience of the 
last two and one-quarter years was pos- 
sible only because of this background 
of falling gold prices. We cannot 
expect to duplicate it. The impor- 
tant factor to watch here is the rela- 
tion of American paper-dollar prices 
to world prices in terms of gold. The 
disparity between these in the future 
will be the measure of our inflation. 

In the second place, there is the most 
important difference that unlike Eng- 
land we have an unbalanced budget. 
No such device as separating the regu- 
lar and special budgets can conceal the 
fact that as a nation we are spending 
far beyond our income. The public 
debt is being piled higher daily. This 
is in sharp contrast to the way in which 
Great Britain tightened her belt in 1931 
and resolutely maintained a balanced 
budget. Itisin this unbalanced budget 
in the United States and this rapidly 
mounting public debt that the real 


danger lies. When a nation goes off 


gold, that does not necessarily mean 
inflation. Great Britain went off gold 
in 1931, but has no inflation. It is 
the combination of departure from the 
gold standard with a seriously un- 
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balanced budget that produces the 
kind of inflation which devastated 
Germany in 1923. In this country, 
with our highly developed banking and 
credit mechanism, we do not need to 
start the printing presses in order to 
have inflation. We have inflation now. 

In the third place, quite unlike 
Great Britain, where the socialistic 
experiments of the last Labor Govern- 
ment were repudiated by the electorate 
in 1931, we have in this country today 
our first real labor government, a gov- 
ernment which is embarking on a huge 
program of social expenditure and busi- 
ness control—a program which goes 
far beyond anything attempted by the 
Labor Government during its tenure of 
power in Great Britain. 

These differences are vital. When 
we take them into account we have no 
right to expect that we can duplicate 
England’s relative success with a man- 
aged currency. Instead, it is alto- 
gether probable, unless the advocates 
of sound money can greatly recruit 
their ranks and become far more active 
and vocal than they now are, that we 
shall shortly find ourselves caught in a 
maelstrom of wholly uncontrolled in- 
flation. We are already on the brink. 

England has taken the right way out 
of the depression; we have taken the 
wrong way, and we shall have to learn 
again that great truth so eloquently 
voiced by Harriet Martineau in her 
description of the post-Napoleonic de- 
pression, “‘ . . . howlittle governments 
can do for the welfare of nations, in 
the absence or abeyance of individual 
virtue and intelligence; how necessary 
it is that men should rule their own 
spirits, before they can enjoy that 
social welfare which a wise government 
may help to secure, but can never 
confer.’’$ 





4Martineau, Harriet, The History of England 
during the Thirty Years’ Peace: 1816-1846. London: 
Charles Knight, 1849, Vol. I, p. 366. 
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INFLATION AND LIFE INSURANCE 
By RICHARD A. LESTER 


URING the discussions of the 

Thomas inflation amendment to 

the Farm Relief bill last April, 
the effects of inflation on life insurance 
called forth considerable, if somewhat 
confused and uninformed, comment. 
Since then comment and confusion 
have, if anything, increased as inflation 
continues to be both a Senatorial and 
an ‘‘academic”’ question. 

After this country abandoned the 
gold standard, a number of insurance 
executives and state insurance com- 
missioners, without mentioning post- 
war experience abroad, told of the 
benefits likely to result from a “‘ mild” 
or “‘controlled”’ inflation. Ontheother 
hand, financial editors and the National 
Association of Life Underwriters have 
warned us that inflation of the cur- 
rency would wipe out the assets of our 
life insurance companies, amounting to 
more than $20 billion which is held in 
trust for some 65 million policyholders. 
That, they point out, is what actually 
happened during the post-war inflation 
in Germany, and history will repeat 
itself if we in this country, having 70% 
of the world’s total of life insurance in 
force, inflate the dollar. 

Both these groups believe that the 
conclusions they draw are correct and, 
as we shall see, they are. But first let 
us see what effects deflation, since 1929, 
has had on life insurance. Then we 
shall be in a better position to under- 
stand the changes that a “‘controlled”’ 
or an uncontrolled inflation would 
bring about. 


The Effects of Deflation 


Of course, the sales of policies have 
fallen off in the last few years, though 
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not as much as might have been ex- 
pected. There has also been an enor- 
mous increase in the number of policies 
surrendered or allowed to lapse, and 
therefore on which presumably no 
more premiums will be paid. But 
one must bear in mind that surrenders 
and lapses release the reserves held 
against those policies; and, since not 
all of the reserves released are returned 
to each policyholder, surrenders and 
lapses mean an increase in the com- 
pany’s surplus account. 

Regardless of the decrease in sales 
and the increase in surrenders and 
lapses, the aggregate total income for 
the three largest industrial life com- 
panies increased slightly from 1931 to 
1932, and the aggregate total income 
for 68 life insurance companies de- 
creased less than one-half of 1% during 
1932. The following table shows the 
income of 328 life insurance companies 
in this country from 1926 to 1932: 








Taste I. Income or Lire INsuRANCE COMPANIES 
(In millions of dollars) 
i | Total Interes 
Total | Total Pre- | ° oo erwens 
‘ | and Other 
| Income | mium Income | 
| Income 
1926 35330 | 2,624 | 706 
1927, | 3,673 2,874 | 799 
1928 4,088 | 3,146 942 
1929 | 4,336 | 3,350 986 
1930 =| «464,594 | 3,524 | 1,070 
1931 | 4,850 | 3,661 1,189 
1932 | 4,653! 3,504 | 1,149 





Source: Spectator Yearbook, 1933, p- 440. 


The decrease in the total income 
and premium income of these 328 
companies from 1931 to 1932 was less 
than 5%. ‘The decrease from 1932 to 
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1933 will be approximately the same 
according to preliminary figures.! 

To be deducted from premium and 
investment income are such items as 
dividends on policies, insurance and 
investment expenses, etc. In the last 
two years both dividends on policies 
and insurance expenses have decreased. 
Furthermore, contrary to popular be- 
lief, the mortality experience (death 
rate) of most companies was more 
favorable last year than in 1929. As 
a consequence, most large life insurance 
companies have showed successive in- 
creases in surplus each year throughout 
the depression. 

\bove all else, deflation has affected 
the investments of life insurance com- 
panies. They have been forced to 
foreclose a goodly portion of their farm 
and city mortgages. Even though life 
insurance companies cannot legally 
hold real estate for more than a certain 
number of years, they do not wish to 
acquire it, because such acquisition 
considerably increases their investment 
expenses and therefore decreases their 
net income from the funds they have 
invested. ‘The amount of unpaid mort- 
gage interest is also a sizeable figure for 
most companies. 

With the drop in the price level, life 
insurance companies have been forced 
to mark down the value of the stocks 
and bonds they hold and, in some cases, 
they have lost small sums of money 
through bank failures. But, on the 
other hand, loans on policies had 
increased to approximately 18% of the 
assets of legal reserve life insurance 
companies by the end of 1932; at the 

1 According to estimates given at the Twenty- 
seventh Annual Convention of the Association of Life 
Insurance Presidents, life insurance in force at the 


close of 1933 will be approximately 5% less than at 
the end of 1932, and the assets of life insurance com- 


panies about $85,000,000 more.—New York Times, 


December 8, 1933, p. 2. 


close of 1933, these loans were esti- 
mated to be 17.7% of total assets. 
Such loans are at a rate of 6% interest, 
whereas most companies earn but from 
5% to 544% on their ledger assets. 
As a result, the income yield of life 
insurance assets in the form of interest, 
dividends and rents, has held up re- 
markably well in the case of large 
eastern companies. A few midwestern 
life insurance companies have suffered 
because a large proportion of their 
assets were invested in farm mortgages.” 
It is estimated that real estate owned 
and acquired by life insurance com- 
panies at the end of 1933 amounted to 
nearly 6% of their total assets. 
Though now a small amount of the 
real estate acquired by insurance com- 
panies is being sold at as much as 25% 
loss on the company’s investment in 
the property, real estate acquired by 
insurance companies during previous 
depressions has usually been sold later 
at a profit. ‘To do so, of course, a rise 
in the price level is necessary. 

One might sum up the situation by 
saying that those policyholders who 
have been able to keep up their pre- 
mium payments without borrowing, or 
at least have not lost their policies, 
have gained considerably from their 
investment in life insurance by the 
fall in the price level. They have 
profited by almost the whole 30% or 
40% drop in prices in general, for the 
losses on investments have just about 





2 The total loss to life insurance policyholders from 
failures of life insurance companies amounted, for 
the 23 years from 1910 to 1932, to between $50 and 
$60 million, or an average annual loss of less than 3 
cents for every $100 of net reserves set aside by all 
companies to meet maturing policies. Even during 
the depression (1930-1932) the average annual 
losses from failing companies was but 9 cents for 
every $100 of net reserves. See Huebner, Solomon 
S., and McCahan, David, Life Insurance as Invest- 
ment. New York: D. Appleton-Century Co., 1933, 
pp. 118 and 122. 
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been balanced by the gains from 
policies which have been surrendered 
or allowed to lapse. 

Of course there is a point beyond 
which deflation is harmful to the 
creditor as well as the debtor, and that 
is the point at which, though relatively 
he receives a larger portion of the 
national income, absolutely he receives 
less than formerly because the national 
income has declined so much. If there 
should be no subsequent rise in prices, 
a number of life insurance companies 
might be hard pressed to meet their 
obligations to policyholders, though 
the maturities of such obligations are 
spread out, according to the law of 
averages, over a considerable period of 
time. No doubt the investment port- 
folios and financial position of our life 
insurance companies would be im- 
proved by a general rise in prices, but 
whether such a rise in prices would 
improve the investment of  policy- 
holders in life insurance is another 
question. The company must keep 
its assets and liabilities in balance. 
The slant of the policyholder is some- 
what different. He views his life 
insurance as an asset, similar to a 
savings-bank account. 


** Mild” or “‘Controlled”’ Inflation 


Some economists doubt that, at 
this stage in the so-called business 
cycle, a “‘controlled” inflation is pos- 
sible. They assert that inflation once 
underway would soon become uncon- 
trollable. They ask for examples of 
“controlled” inflation and point out 
that it is impossible to control the 
velocity of circulation of money, that 
once inflation “catches” there is no 
way to prevent people from putting 
their money into tangible property— 
they “‘buy now” with a vengeance. 
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However, a discussion of that ques- 
tion falls outside the scope of this paper. 
Assuming that prices could be raised 
to 1926 levels and held there for future 
generations in line with the President’s 
program for an “ideal” dollar, what 
would be the immediate effects of the 


ee 


price rise on life insurance? 

Sales and premium income would 
increase, policy loans would be repaid, 
and a number of lapsed policies would 
be reinstated. Security, real estate 
and mortgage values would improve, 
farm real estate probably more rapidly 
than city, for commodity prices tend 
to rise faster than rents. ‘This would 
allow insurance companies to unload 
the real estate they have acquired by 
foreclosure during the depression, which 
amounts to say 4% or 5% of their 
total assets. Also a rise in real estate 
values would tend to halt municipal 
debt defaults. 

The interest rate earned on invest- 
ments by life insurance companies 
has declined steadily since around 1922 
and rather abruptly during the last 
two years, in part because of diminish- 
ing returns from mortgages and in- 
creasing investment expenses. A 
marked rise in the price level would 
reverse this trend. Speculative low- 
grade bonds would rise rapidly in 
value. Those insurance companies 
whose investments have depreciated 
most during the depression would stand 
to benefit most by a rise in the price 
level. To that extent, ‘‘controlled”’ 
inflation, like uncontrolled inflation, 
would put a premium on poor manage- 
ment and speculative investment. 

In the recent past there have been a 
number of waves in the price level in 
this country, which apparently have 
had little appreciable effect on either 
the sales or earnings of insurance 
companies. Of course, even in mild 
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upward movements of prices inflation- 
ary tendencies, though not so readily 
perceived because they are partly bal- 
anced by other factors, are at work. 
Extreme depreciation of the currency, 
as we shall see, magnifies these tend- 
encies so that they can be more clearly 
observed and understood. 


Extreme Inflation: Effects on Premium 
Income 

Shortly after the end of the World 
War, the currencies of Germany, Aus- 
tria, Poland and, to a less extreme 
degree, France suffered severe deprecia- 
tion. England, after a number of 
years returned to the gold standard 
stabilizing the pound at its former 
par with the dollar. This post-war 
currency experience in Europe is impor- 
tant from the point of view of its les- 
sons for life insurance, especially since 
during previous periods of inflation, 
such as the Civil War period, the insti- 
tution of life insurance was relatively 
new and played a much less prominent 
part in the lives of the people. 

People buy life insurance because 
they feel that the premiums which they 
pay are less valuable to them than the 
protection, security and other returns 
they receive or will receive on their 
policies. If in the meantime there is 
such a rise in the level of prices that 
the return becomes relatively less val- 
uable to the policyholder than the 
premiums previously paid in were at 
the time of payment, then the policy- 
holder suffers a loss on his insurance 
investment. His premiums were col- 
lected in sound money, and the repay- 
ments made in depreciated currency. 
Naturally he assumes that the insur- 
ance company has gained by inflation, 
whereas, as we shall see, the companies 
do not gain; not only as a matter of 
fact are most of the large American 


companies mutuals, but the premiums 
collected have also been invested in 
terms of the depreciating currency. 

Naturally, with inflation at hand 
or in the offing, people hesitate to 
purchase life insurance. Especially is 
this true if they are convinced that 
devaluation will take place and if they, 
therefore, lose confidence in the cur- 
rency. During the post-war period, 
until the later stages of inflation abroad, 
most people believed that the currency 
would some time return to its former 
par with the dollar—inflation was not 
announced as a governmental policy. 
As a result, the percentage of assets 
in loans to policyholders actually fell 
in those European countries whose cur- 
rencies were depreciating. If a policy- 
holder thinks that inflation is just 
around the corner, it obviously would 
be wise for him to borrow on or even 
surrender his policy and invest the 
funds received in equities or tangible 
assets which, as we shall see, life insur- 
ance companies in this country are 
themselves prohibited by law from 
doing. 

Of course, when inflation goes as 
far as it did in Germany, large policies 
soon are not worth the paper they are 
written on, and premiums cease to be 
worth the trouble to collect. In the 
last stages of inflation in Germany, 
a 20,000 mark policy ($5,000) would 
buy no more than the postage stamps 
necessary to notify the company of 
the assured’s death, and there weren’t 
bills of small enough denomination 
to pay premiums on such a policy. 
In France and Germany, when the 
people realized that currency deprecia- 
tion had taken place to such a degree 
that stabilization at former pars with 
the dollar was impossible, they began 
to demand that their policies be written 
in gold or foreign currencies, but the 
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law in both countries forbade insurance 
companies from doing so. 

With reference to the French ex- 
perience, Max Hermant, President of 
the General Committee of Insurance 
(Paris) and a member of the National 
Economic Council, says that the mone- 
tary uncertainty and inflation after 
the War affected the spirit of saving 
and foresight, despite French tradi- 
tion, and that every branch of in- 
surance throughout the country showed 
a marked regression, partly concealed 
by the rise of nominal values in paper 
francs.* The assets of French life 
insurance companies, allowing for the 
rise of internal prices, actually de- 
creased about 45% from 1920 to 1927. 
Much the same thing happened in 
Poland. 

Between 1913 and 1920 the assets 
of British life insurance companies 
increased as fast as those of companies 
in the United States, whereas from 
1920 to 1927 the assets of American 
companies increased 187% and the 
British only 154%. ‘The new business 
of British companies declined from 
1920 to 1922, regaining the 1920 figure 
for the first time in 1927, two years 
after the pound returned to par with 
the dollar. 

More recent foreign experience, al- 
though far from conclusive as yet, 
shows that the life insurance in force 
has decreased in those countries, like 
Australia, Japan and England, which 
left the gold standard in 1930 or 193I 
and whose currencies have depreciated 
since then. These three countries were 
the only larger countries to show a 
decline in life insurance in force from 
December, 1930, to December, 1931. 
From 1930 to 1931 new life insurance 
3 Hermant, Max, ‘“‘Tendencies of Insurance in 


France,” 161 Annals, of the American Academy of 
Political and Social Science, May, 1932, p. 207. 
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premiums fell off 23% in Australia 
as compared with 12% in the United 
States.‘ 

It is noteworthy that in all the 
European countries which suffered from 
extreme inflation after the War, new 
life insurance business increased at 
a much more rapid rate after cur- 
rency stabilization than in this country 
or elsewhere during the same period 
of time. The reason, of course, is 
that inflation, by devaluating insur- 
ance policies, leaves the policyholders 
uninsured or underinsured. A country 
which has just stabilized its currency 
after an extreme inflation is fertile 
soil for the life insurance salesman. 


Extreme Inflation: Effects on 
Operations and Expenses 

The policyholder who has his insur- 
ance investment eaten away by infla- 
tion may assume that his loss is the 
company’s gain, but it may be of 
interest to see just what actually hap- 
pened in Germany. Operating costs, 
(salaries, taxes, etc.) rose so rapidly— 
though they actually decreased, as 
reckoned in gold—while premium in- 
come remained relatively stable, that 
the staffs of the life insurance com- 
panies were reduced at a terrific rate. 
One German company, for example, 
decreased its staff from 560 full-time 
to 77 part-time employees.° 

After a study of the annual state- 
ments of some of our life insurance 
companies it is not hard to understand 
why the staffs of German companies 
were cut so drastically during Ger- 


4These figures are taken from the Proceedings 
of the 26th Annual Convention of the Association 
of Life Insurance Presidents, December, 1932, p. 80. 

5 Ullrich, Hans, ‘‘Der Wahrungszerfall, die Auf- 
wertung und der Wiederaufbau bei den privaten 
deutschen Lebensversicherungsgesellschaften,” in 
Band 125, Jahrbucher fur Nationalékonomie und 
Statistik, Folge 3, 1926, p. 126. 
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many’s post-war monetary unpleasant- 
ness. In figuring the premiums to be 
paid, a proportion of premium and 
investment income is set aside for 
required reserves to meet obligations 
when the policy matures, and the 
remaining income, say 25% of the 
total, is available for operating ex- 
penses, dividends to policyholders, etc. 
In other words, the actuaries, in figur- 
ing the cost of insurance, assume that 
the company’s operating expenses per 
dollar of income will remain within 
certain limits. Normally a company’s 
operating expenses amount to between 
70% and 80% of that portion of the 
premium and investment income which 
is left after the sum required for re- 
serves has been deducted. In other 
words, a company’s operating ratio, 
so to speak, normally would be ap- 
proximately 75%. One can readily 
understand, therefore, what an_ in- 
crease in costs, with investment and 
especially premium income practically 
fixed, would mean. Obviously, infla- 
tion by increasing operating expenses 
upsets the calculations of the actuaries 
and forces the companies to retrench 
severely. Life insurance differs from 
most businesses in that it is practically 
impossible to pass on the increased 
costs to the customers—the company’s 
present policyholders. 

Costs became so high in Germany, 
in comparison to premium income, that 
the German companies tried a number 
of experiments, such as fixing the 
premiums payable according to an 
index number of prices (also tried in 
Poland) and writing insurance without 
medical examination or the service 
of agents, agents’ commissions being 
relatively insignificant compared to 
the hundred-fold and thousand-fold 
increase in prices. The increased ex- 
pense, relative to the weekly premium 
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collected, just about wiped out indys. 
trial insurance in Austria even thoug) 
the companies repeatedly raised the; 
premium rates. All these attempt; 
to increase premium rates with the 
increase in prices proved to be futile 
as well as costly. 

Life insurance companies abroad wer 
hit more severely than were companie; 
selling other types of insurance. |p 
life insurance, especially ordinary life 
the emphasis is on saving and long-time 
investment, and long-time contracts 
suffer most severely from inflation, 
Writers in Poland, Austria, Germany. 
and less conclusively in England, repor 
that ‘‘ Sachversicherung”’ (the insurance 
of property as contrasted with life 
did not suffer so much from inflation 
as did life insurance, because property, 
casualty, and other similar forms oj 
insurance only run for short periods 
of time; the reserves held against such 
policies are not so large, and the adjust- 
ment to rising prices is easier to make. 
Life policies, on the other hand, cannot 
be canceled and rewritten in new terms 
so easily; actuaries, in figuring premium 
payments, base their calculations on 
the possible life-span of the policy- 
holder, and they cannot constantly 
recalculate his premium payments 4 
the retailer can change the price tag: 
on his goods. As soon as the premiums 
are raised, the policyholder begins to 
lose faith and feels that he has been 
stung. 

Professor Alfred Manes, President 
of the German Association of Insurance 
Science and an authority on the in 
fluence of inflation upon insurance, 
has said: “The higher the premiums, 
amounts of insurance, and _ reserves 
involved in any particular branch © 
insurance, the more detrimental wi 
be the effect of the currency destruc 
tion to that branch. It follows that 
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possible, thereby assuring that there 
will be reserves sufficient to cover 
the risk underwritten when such risk 


matures. 

The effects of inflation on the income 
from the investments of life insurance 
The 
assets of life insurance companies are 
the 
however, 


companies are easily understood. 


mostly of fixed-interest variety. 
Inflation, 


at the expense of bondholders and other 
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in order 
in interest rates. 
rise in interest rates alone would, and 
did in post-war Europe, help to increase 
the income of life insurance companies. 
But this was more than offset by the 
tremendous rise in expenses and taxes 
brought about by rising prices. 

Of course, insurance companies are 
both so that 
their both ex- 
pressed in the depreciating currency, 
rise and fall in value together; that is, 
if a company doing international busi- 


creditors and debtors, 


and liabilities, 


assets 
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as to completely disrupt the company’s 
organization and operation. 

Since, with rapidly rising prices, 
it is impossible to increase premium 
income, the only way to prevent a 
disruption of life insurance operations 
is to increase the company’s investment 
income and the value of its assets 
relative to liabilities. The way to 
do that is to invest a portion of the 
company’s assets in tangible property, 
equities (stocks), and securities payable 
in tangible property including gold— 
this, of course, is impossible now that 
the gold clause has been outlawed. 
What that Act of Congress may mean 
to our insurance companies only time 
can tell. 

The trouble is that in this country 
life insurance companies are prevented 
by law from carrying out such a pro- 
gram. Our life insurance companies 
are, in most states, limited to about 
the same classes of securities as trustees 
are—bonds, mortgages, etc. Invest- 
ment in tangible property and common 
stocks is either frowned upon by insur- 
ance commissioners or actually pro- 
hibited by the law. The New York 
State Insurance Law, as mentioned 
above, limits stock investments to 
guaranteed and preferred stocks which 
have earned 4% on their par value 
for the past five years, and then no 
more than 2% of the assets of a com- 
pany can be invested in such securities. 
The Massachusetts Law stipulates that 
three-fourths of a life insurance com- 
pany’s reserves shall be invested in 
bonds, mortgages and loans conforming 
to certain specifications and standards. 
Connecticut specifically forbids life in- 
surance companies from purchasing 
the stocks or bonds of mining com- 
panies and of all manufacturing com- 
panies except electric and gas utilities. 

British and Canadian companies, 
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on the other hand, can buy and eli 
real estate, common stocks, foreign 
securities of all types, etc. As a result. 
British and Canadian companies are 
in a far better position to protec 
themselves in case of inflation. Ney 
investments of British life insurance 
companies after the War were mostly 
short-term, and 45% of all their assets 
consisted of Stock Exchange securities, 

Of course, to make the law more 
lenient and flexible with regard to the 
investments permitted life insurance 
companies is to open the way for 
abuses such as those exposed by the 
Armstrong Investigation in New York 
(1906), and which, judging from testi- 
mony before the Senate Banking Com- 
mittee at present investigating the 
Stock Market, may exist even today, 
though in another form. Certainly 
the present state insurance laws are 
satisfactory so long as the price level 
remains relatively stable or declines 
as it has for the past few years; but 
when, and if ever, outright and uncon- 
trolled inflation takes place, they should 
be set aside temporarily. Let us see 
briefly what happened to the assets 
of life insurance companies in certain 
European countries during the post- 
war inflationary period. 

Prussia had prohibited all life in- 
surance companies from investing in 
stocks, and, as a result, German insur- 
ance companies in order to protect 
themselves were forced to invest their 
assets in real estate.” In Germany 
from 1919 to 1924, the amount of rea. 





7 “Tn 1906 the Armstrong Investigating Committee 
of the New York Legis!ature, referring to life insur 
ance companies, wrote: ‘Investments in stocks should 
be prohibited. . . . Long ago the Prussian Gover? 
ment refused admission to its jurisdiction of an) 
insurance company investing in stocks.’ Followi: 
the committee’s recommendation the Legislature 


aeade 


later was to stifle the German life insurance business 
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ld by life insurance companies States), Holland, which remained on 


froom 2% to 65% of their the gold standard, and the United 
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same figure rose from 3% to. the percentage of mortgages held, as 
he amount of mortgages held compared to the total assets of life 


rman companies fell almost insurance companies, did not fall off 


me proportion, from 80% of considerably from 1915 to 1925. In 
in 1919 to 25% in 1924; and, those countries, the percentage of assets 
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bilization that year, they rose invested in mortgages actually in- 


1927.5 creased. The French, realizing the 


an life insurance companies, fate of German life insurance companies 


iy, are prevented from ex- during the inflation there, also turned 


-alings in real estate itself—at to wertbestdndigen (value fixed so that 
most states—although, under they are unaffected by inflation) invest- 
nt New York State housing ments, but the French companies were 
insurance companies are al- hard hit by the stabilization in 1927 


own and rent apartment because of this policy, the reason being 
Some of the states even that stabilization accompanied by de- 
amount of life insurance flation reverses the processes which 


can be spent on home office take place during an inflation. 
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nvested over 65% of their life insurance companies after the War, 
eal estate, that did not help it is apparent that, regardless of the 
ly because of the enormous’ measures taken and the investment 


property taxes. German _ policies followed, extreme inflation is 


rance, which weathered the extremely detrimental to the business 


wiped out almost completely of life insurance. In some respects, 
ition. Basing his conclusion the legal restrictions on the investments 


German experience, Professor of life insurance companies adds to 
ums that “‘in the event of far- their distress. 
ng monetary depreciation, there There is much to be learned from 


‘xists no effective means of the lessons of the post-war European 


ling Life Assurance against experience. However, it is to be hoped 
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jury. that what can be learned from that 


the countries studied by Fritz sad experience will not have to be put 
rht in Europe and the United into practice in this country in the 


il 


near future. If President Roosevelt 

zed successfully to weather a most can ‘“‘restore the price level’ and 
Quoted from Scudder, Stevens and «¢« 

f Investment Safety,” by Fisher, : : , 

ney Illusion. New York: AdelphiCo., dollar “‘will not change its purchasing 
and debt-paying power during the suc- 


manage” our currency, so that the 


Fritz, Die Kapitalanlagen europaeischer 
her Lebensversicherungsgesellschaften 
lung in den letzten Jahrzehnten, 1930. 


ceeding generation,” the policyholders 
and the employees of insurance com- 


\lfred, ** Modern Insurance Devel ypments panies should be grateful. 


+ 


161 Annals, of the American Academy o 
cial Science, May, 1932, p. 194. 10 Meyer, op. cit. 

















POPULATION GROWTH, CONSUMER DEMAND 
AND BUSINESS PROFITS Bas 
By JOSEPH J. SPENGLER aa 
ECENT analyses of the census American population will increase ome 


returns and of the mortality and rates only about one-half or one-thir; 
natality statistics reveal that in as great as that which obtained froy 





r *. ‘ . » | . . Ce. 
the United States, in the English speak- 1910 to 1930 when numbers increase: od 
ing portions of the British Empire, in about 15% perdecade. For the Amer. | 
France, Germany, Scandinavia, and can population, which numbered 12; % .:... 
in several minor countries population million in 1930, will, according to the J... 
growth is rapidly ceasing. Certain best estimates, number approximate) ae 
writers, both American and European, 132 to 133 million, 137 to 143 million, I yy 
have contended in substance that the and a near maximum of 154 million Bea 
rapid slowing down of population growth _ less in 1940, 1950, and 1970.' In brie!, FR yore 
will of necessity seriously aggravate then, as a result of the prevailing FRR: r¢ 
unemployment and overproduction in limitation of immigration and of the IB je. 
the United States and in the countries decline in the birth rate*, the rate of I pyc, 
in which population is ceasing to in- population increase in the United States J ,; +}, 
crease. It is our purpose, therefore, to will approach zero during the next J yop, 
indicate the past and present trends in 30 years. For the relative number 0! arr 
American population growth, to pre- births will decrease and the relative HH ym 
sent the economic arguments of those number of deaths will increase until, J ,,,,\;; 
who anticipate economic ills from the about 1970, the number dying wil % .:));, 
slowing down in population growth, approximately equal the number bom —— 
and to analyze influences of gradual The rates of population growth in See 
cessation of population growth upon different parts of the United States wil JB §;;) 
business in the United States. continue to vary because of section J pp, 

ee ae , Deitel differences in the rate of natural i heins 

rends in American £ oputation crease and because of migration from dl 

The census of 1930 disclosed an_ one section of the country to anothe: 10.0¢ 
American population of 123 million in . ities 
contrast with populations of 4 million *See Thompson, W. S., and Whelpton, P. 4 futur 
ana ‘li in 1700 d 1820 re c Population Trends in the United States. New Your & nse 
ane 13 = a08 In 179 cagpnin : 3 bi spec- McGraw-Hill Book Co., Inc., 1933, pp. 5, 3! ee €! 
tively. Prior to the Civil War, by L. I. Dublin gives estimates of about 133, 140, am nend 
virtue of heavy immigration anda high 150 million in 1940, 1950, and 1970 (New York Time - 

hentute co f sural increase. th October 11, 1931). The more remote the future cat He 
aDso ¥ € rate oO na raiabes increase, © the greater is the probability of error because -_ 9 man 
American population increased about _ possible modifications in mortality and natality. O° JB chan 
one-third each decade. From 1860 to _ the basis of present trends, however, the estimate By +, 
g - f increase mS d of Dublin seem to the writer to represent maxima : 
1890 the rate of increase averaged 4h. years given. 

about one-fourth per decade. After 2 Although the American birth rate began to deciist 
1890 the rate of increase fell, averaging about 1810 the decline did not become sharp = mm 29-22 
ats 20%, f 8ca0- Test th recent decades. See Willcox, Walter, Jntroducts growt 
about 20'% for 1Sgo-IgI0. UrINg TNE 10 the Vital Statistics of the United States, 1900 to 19°, HR Ry. 


current and the ensuing decades the Washington, D. C., 1933, pp. 57 ff. 
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past decade the population 

fic Coast region grew three 

pidly as that of the country 

- that of the Middle Atlantic, 

North Central, and the West 

\ Central 


than the national popula- 


AND 


regions grew slightly 


reas : as that of the remaining 
‘ ew at a somewhat slower 
ee i [he population, congregated in 
ncre. 8,000 or more, increased 
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. tieth Population increased 
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changes cannot be predicted with as 
much accuracy as can the increase of 
the total population. 
tion of economy to 
population growth in particular locali- 


Hence adapta- 
our changes in 
ties will require more frequent checks 
(¢.g., a mere enumeration of the popula- 
tion at the midpoint of the intercensal 
decade) of the trend of population 
growth in regions, metropolitan areas, 
cities, suburban areas, etc.4 

The age com pt sition of the p ypulatic on 
will 
decline in the birth rate and the rate of 
Older persons will be- 


change as a consequence of the 
natural increase. 
come relatively more numerous, younger 
persons relatively less numerous.® By 
1950 there will be slightly fewer persons 
aged under 20 than at present; about 
19% more 20-44; about 
43% and 71% more aged 45-64 and 
over 64, respectively. As a result, per 


aged and 


capita output,’ consumer tastes, and 





‘QO. E. Baker has analyzed some of the factors 
making for a re tributio f the American popu- 
‘Rura Urban M grat i i the Na al 
Welfare 23 Anna f the A , American 
G rapner 1933, Pp. 59-120. 
he age dist it f the t 4 
19 ind the est ated age distrib 1950 are 
is I s (J nt and Whelpt p r PI 
ECO rEES Ve give the mediu! é I te i I re 
ible f Ig than the N or the gh ¢ ates) 
+ 
5 ) 29 4 ¢ | i 
‘ , ” 7 
7 ) 3 s i , 
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Du a I tka € ri re t é 
Cc A r¢ ip ( 1 rea tne 
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erved 192 The M Value of a Man, Ne 
York, 19 Dp. §2 ist 4 I e. 
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employment problems will be altered.’ 


Effects of Decrease in Population Growth 
upon Business 


The discovery that the rate of popula- 
tion growth is approaching zero has 
aroused not only comment but varying 
degrees of apprehension among social 
scientists, some of whom were fearful 
of overpopulation less than two decades 
ago. ‘Thus, Thompson and Whelpton 
suggest that the decline in the annual 
rate of population growth since 1923 
may have contributed to the depression 
of 1929-33 and intimate that the aging 
of the population may constitute a 
check to progressive thinking. On the 
whole, however, these two writers are 
practically content to say that indus- 
tries now overcapacitated, or subject to 
great technological change, or engaged 
in the production of goods, per capita 
consumption of which is relatively 
inelastic, or composed of a relatively 
large amount of durable, nontransfer- 
able capital per unit of product, face 
difficult problems of adjustment.’ L. I. 
Dublin apparently thinks that indus- 


change because of changes in tastes or technology. 
Moreover, the productivity of the older workers can 
be realized only if they are kept employed. 

7 There will also be a decrease in the relative number 
of persons entering industry each year compared to 
the number already employed. This decrease may 
be illustrated by the change in the ratio of the number 
of persons aged 15-19 to the number aged 20-64. 
In 1930 this ratio was 17:100; in 1950 it will be about 
13:100; in 1980, about 11:100 (Thompson and 
Welpton, op. cit., calculated from pp. 109, 316). In 
view of the cyclical nature of business with the wide 
resultant variations in the number taking employ- 
ment in given years relative to the number already 
employed there is little reason to think that it will 
be more difficult in the future than at present to 
maintain a balance among industries. Of more 
importance than age composition in preserving a 
balance among occupations is the maintenance of a 
similar ratio of natural increase in the population 
dependent on given occupations. 

8 Recent Social Trends, Vol. I, p. 


Whelpton, op. cit., pp. 167, 322, 32 


0; Thompson and 






























trial overcapacitation will develop, fa 
he assumes that American busine 
men, naturally optimistic, will fajj ;, 
take account of the slowing downy , 
population growth.® Paul H. Nystror, 
states that American industry is ap. 
proaching maturity in most lines, tha; 
in general expansion in sales volume wi! 
not exceed the rate of population 
growth, and that in place of the “eas, 
selling” of the past “keen competition 
is likely to continue indefinitely.”: 
J. R. Arnold, having reasoned that ip 


the past rapid population growth ha; 
‘bolstered confidence in good times and 
in bad” and has constituted the chic! 
source of relief for “serious surplus. 
producing capacity,” argues in sub- 
stance that the failure of population : 
general overproduction and profitless- 
ness.'1! C. E. McGuire concludes t 
the cessation of population growth 
cause ‘“‘a steady downward trend 
price levels and wage levels, and an 
acute decline in interest and rent 
levels.”” This conclusion is based 
two assumptions: (a) that the values 
land, buildings, commodities, services, 
etc., “‘represent discounts of futur 
increases of demand,” and (b) that the 
cessation of population growth wi 
prevent future demand from increasing 
and will cause it to decline.’ \ 
other writers have urged that sin 
demand for certain specific goods wi 
not expand as formerly, demand 
general will not expand; or that sinc 
stationary population consists 0! 
relatively larger proportion of perso! 
of working age, there will not be enoug 


9 New York Times, January 4, 1931. 
10 Fashion Merchandising. New York: 
Press Co., 1932, pp. 12-13. 
M41 The Annalist, March 31, 1933, pp- 459" 
12 Columbia, August, 1930, pp. 6 ff. 
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1 
the 


} 
le 
goods, 


Business men are interested in 
effective demand for particular 
notin the demand for goods in general.'® 


the 


For business men are engaged in 
hiring and purchase of labor services, 
materials, equipment, etc., for the pur- 
pose of producing or distributing par- 
goods. Whether the 


a particular good is large 


ticular absolute 
demand for 
or small is of no consequence in itself. 
What is of i 

es ee eee ae he produced 
nota particulal yood Can i proauce¢ 
For if one 


} } 


roauced or 


consequence is whether or 


or distributed profitably 


particular good cannot be p 
distributed profitably, the entrepreneur 
will direct his resources to the distribu- 
ion or production of some other par- 
ticular good. 


The quantity of a particula 


vwOOd, 
hia] = wo. 3 ; 
which can be sold within a given period 
ot time 1s roverned both by the 
at which that particular good, 1S offered 
and by the prices a 


on the market 


+ 


complementary 
lhe 

ct : 
which consumers respond 


prices is governed 


which competing or 


are offered. manner in 


goods 
to particular 
immediately by their 
purchasing 
mately by their tastes. 

While our analysis is concerned pri- 


: ; ] svits 
powell ana iti" 


~ . ee : 
marily with the relation of total pur- 
1 . 7 7 } " 
chasing power tq the deman IOI 
Tr ¢ tre ¢ I ear Oo ¢ - 
Valu and Income Car H 
[ ersity P 1931, pp. 241 ¥ t 
( J. M. Keynes, and A. H. Har é 
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particular goods, it may be observed in 
passing that the slowing down of popu- 
lation growth will not per se change 
tastes'® but will alter the relative im- 
portance of given tastes.” Changes in 
age composition will decrease the rela- 
tive importance of the demands of the 
young and increase that of the demands 
of older persons. Changes in the rela- 
tive supplies of land, labor, and capital 
will strengthen the bargaining position 
and increase the efficiency of labor and 
thus increase the relative share of 
the national income going to labor.’ 
Changes in the occupational composi- 
tion'® and in the geographical dis- 


16 In France the demand for border fortifications is 
apparently heavier than it would have been had the 
French population and hence the French army grown 
more rapidly than it has. These fortifications are, 
in part, substitutes for soldiers who failed of birth. 
Efforts to stimulate the birth rate by pecuniary 
rewards, as in Italy, really constitute efforts to stem 
changes in taste composition and are attributable in 
part to the failure of population to increase as rapidly 
as certain groups desire. 

7 The relative importance of tastes is changed when 
the groups possessing certain tastes increase in relative 
size. A similar effect results when tastes common to 
certain groups spread to other groups, as when the 
tastes of the wealthy or the middle classes are acquired 
by other groups. The wealthy set the pace in 
respect to automobiles, expensive clothing, housing, 
display and luxury goods; middle-income groups first 
take up new necessity and utility goods in volume, 
such as packaged stable foods, soap flakes, washing 
machines— Recent Social Trends, Vol. II, footnote, 
pp. 860-61. New tastes develop out of new 
psychological interactions within a population (e.g., 
inventions, discoveries), or originate in stimuli coming 
from the outside (¢.g., foreign travel, immigration). 
New tastes produce a new demand, as distinct from 
the mere substitution of new for old tastes (¢.g., radio 
for victrola), only when the new tastes are accom- 


panied by increases in purchasing power. 

iS For analy ses of factors influencing labor’s share, 
see Monroe, A. E., ‘*The Demand for Labor,” 47 
Quarterly Journal of Economics, 1933, pp. 627-46; 


Hicks, J. R., The Theory of Wages, London, 1932; 
Douglas, Paul H., “* Elasticity of Supply as a Determi- 
nant of Distribution,” in Hollander, J. H., Economic 
Essays Contributed in Honor of John Bates Clark, 
New York, 1927; Sweezy, P. M., et al., Review of 
Economic Studies, Vol. 1, 1933, pp. 67-80. 

i? The number of persons engaged in certain occu- 
pations will virtually cease to grow. The number 


















































tribution” will also influence consumer 
preferences. Unfortunately, producer; 
cannot predict the effect of the change: 
we have noted. For even though th. 
producer can predict the age, occupa. 
tional, etc., composition of the popula. 
tion, he cannot predict what particula; 
tastes correlate with these factors, no; 
can he predict the correlation betweey 
age, occupation, efc., and purchas. 
ing power. Accordingly, producers wil) 
have to meet these changes in taste 
composition experimentally just as they 
have met past vagaries of taste. 
Returning now to the problem 
demand as distinct from the problem oj 
taste, one may say that an increase jp 
the demand for some particular good 
at a particular price, unaccompanied 
by an offsetting decrease in the demand 
for some other particular good, can 
develop only if there is an increase i: 
the total purchasing power of th 
population, an increase attributable t 
an increase in production somewhere in 
the economic system.”! For if the pro- 
ductive population is stationary and 4 
engaged in agriculture will decline both relative! 
absolutely, for, as O. E. Baker has suggested, the | 
supply of the American population, in view 
current trends in population growth and agricultu: 
technology, may be provided by between 12.5 
17% of the total population (cited by L. Dut 
New York Times, October 11, 1931). The fact t 
family size is less among those whose occu} 
places them in contact with persons of higher 1 
groups than among those who, while in 
income group as are those who contact the 
classes, are engaged in activities which do 1 
them closely in contact with persons living ona! 
scale, suggests that occupational contacts infl 
taste as well as the kinds of work and hours pecu iat 
to particular occupations. 
2 The geographical distribution of the populatior 
will be governed not only by technological c! 
which determine where industries should be 
but also by changes in the tastes and demands 





population. 
*1 By an increase in purchasing power we m™ 
not an increase in the effective amount of circulat 
media but an increase in real purchasing power * 
can come into existence only as a consequence 
production of more goods for which there is a dema 
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factors of a given level tem of taxation and prevailing institu- 
are employed, the con- tional controls of distribution) experi- 
ssession of a fixed sum ence increases in income, the demand 


Ifthe consumers for certain goods and services may be 


power. 
asing power to buy certain reduced even though the demand for 
cannot use it to buy other other goods and services will be in- 
e, if consumers’ tastes creased. For, since the per capita 
they switch their purchas- income of the population has _ been 
m some particular good to. reduced, each will have a_ smaller 
ular good, they are but absolute amount of purchasing power 
iness men to produce and available for luxury goods. Hence, 
of the latter good in even though the population is larger 
and even though the incomes of certain 


yrmer. 
in population may in- owners of fixed and quasi-fixed re- 
demand for some good at’ sources will be larger, the total amount 
For if we now add to the of purchasing power available for the 
fully purchase of certain luxuries will be 


roduction already 
reduced. ‘The comparatively small de- 


new increment of popula- 
an and does engage in mand for luxuries in heavily peopled 
ivity, there will result an countries in contrast to the large de- 
e output of something and mand for luxuries in the United States 
rease in total purchasing is illustrative of this point. 

An increase in total purchasing power, 


n increase in the demand 
and hence in the demand for particular 


il 


the operation of dimin- goods, may take place even though 
population does not increase. For, as 
history reveals, any one or several of the 


ly produced goods. How- 
rns, per capita productivity 
ing power will decline, the 
ie decline depending upon following changes may increase per 
vhich the already utilized capita output and per capita purchasing 

re being employed in the power: an increase in the hours of labor 
minishing returns, the shape per worker; an increase in the intensity 
rns curves, and whether or of worker activity during the work 
contingent of population period; an increase in the proportion of 

) inferior but hitherto un- the population engaged in economically 
resources and equipment. productive activity (¢.g., if hitherto 
id this point is frequently economically inactive men and women 
those who give attention enter industry); an increase in the 
influence of population § efficiency with which workers and other 
productive factors are organized and 





the demand for goods in 
by virtue of the decrease 
income and despite the which make possible the more produc- 

tive use of the employed productive 


factors and equipment; an increase 


supervised ; improvements in technology 


wners of fixed and quasi- 
ces and equipment may 


ls upon the prevailing sys- in the per capita supply of accessible 


and utilizable?? material resources, 
< ver all expe Sé If d ct 7 
ctive circulat media reases \s are interested in an increas¢ per capita 
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equipment, etc., (an increase traceable 
to inventions, discovery, capital ac- 
cumulation, etc.). Given an increase 
in per capita purchasing power, trace- 
able to one or more of the enumerated 
causes, there would result an increase 
in the effective total demand for each 
of the particular goods produced in the 
past, or for just certain of the goods 
produced in the past, or for certain 
goods produced in the past and for 
new goods not heretofore produced. 
The goods which would feel the increase 
in demand would depend upon what 
classes would experience the increase in 
purchasing power, for the classes receiv- 
ing this additional purchasing power 
will exchange it for goods which they 
have hitherto desired but have been 
unable to obtain in sufficient quantity 
if at all.?° 

An increase in a population’s total 
purchasing power will not produce an 
increase in the effective demand for 
certain particular goods unless popula- 
tion also increases. For if each and 
every person is already consuming as 
much of a particular good as he cares to 
consume under any circumstances, an 
increase in per capita income will not 
produce an increase in the per capita 
consumption of that good. The effec- 
tive demand for goods of this sort will 
increase only if and in proportion as 
population increases. ‘Thus the per 
capita demand for foodstuffs in the 


additional resources and equipment must be utilizable 
within that time period. If every worker had two 
spades and could, under the prescribed conditions, 
make use of only two spades within the time period 
in question, the provision of a third spade for each 
spade user would not increase his productivity. 

23 The above paragraph implies that the new pur- 
chasing power is created first and then injected into 
the economic system. Actually the processes where- 
by new purchasing power is created and distributed 
coincide roughly. In the last analysis the new pur- 
chasing power consists of the goods which are brought 
as a result of the changes which have 


into existence 


increased per capita productivity. 
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United States is rapidly approaching , 
saturation point, for while per capits 
consumption of some foods (¢.g., sug:, 
milk, milk products, leafy and fibroy, 
vegetables, pork, citrus fruits, grapes 
has increased, per capita consumptio, 
of other foods (e.g., cereals, hee 
apples) has declined, and per capita cop. 
sumption of calories has remained fairly 
constant.** Apparently the America; 
per capita consumption of foodsty%; 
will increase in the future only jf the 
prices of foodstuffs decline relative ; 
the prices of other consumers’ goods, o: 


lower income groups moves upward," 
However, granting that such an jp. 
crease in per capita consumption devel. 
ops, this increase will be definitely 
limited. When the per capita satur:- 
tion point is reached, the demand for 
foodstuffs as a group will expand only 
in the same ratio as the population. 

Viewed historically for the purpos 
of determining the probable influence of 
cessation of population growth upon 
the trend in total demand for particular 
goods and services, goods and services 
may be divided into three classes on the 


24 See Taylor, A. E., ‘Consumption, Merchands 
ing, and Advertising of Foods,” 11 HARVARD BUSINES 
REVIEW 3, April, 1924, p. 291; Montgomery, E. G 
and Kardell, C. H., Apparent Per Capita Consumpi 
of Principal Food Stuffs in the United States, Was) 0 
ton, D. C., 1930; Baker, O. E., Addresse 
Prospect for Consumption of Farm Products ana 
Prospect for Forest Land Utilization, delivered at “ 
University Department of Agriculture, St. ! 
Minn., December 2 and 3, 1932; Schultz, Hen: 
14 Journal of Farm Economics, 1932, pp. 201-227 

25 Comparison of the absolute per capita ‘ 
expenditures in the budgets of families in the 
half of the American income pyramid with per cap" 
expenditures for food in the family budgets 
in the upper third and fourth quartiles o! 
receivers indicates to the writer that an improvemes! 
in the income status of the two lower quartic 
income receivers would appreciably increase 
capita food consumption of the latter and hence “ 
per capita food consumption of the nation 
same reasoning holds in respect to expenditures 
clothing, shelter, household utilities and neces: 
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; trend in per capita con- 
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general a possibility that 
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opulation growth, for a 
income offset 
he depressing effect of a 


pita may 
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will increase more rapidly than popula- 
tion.” Generalizing, in proportion as 
the population growth ap- 
proaches zero and per capita income 


rate of 


rises, new increments of national pur- 
chasing power will be spent in increasing 
degree for comfort and luxury goods, 
necessities 


for so-called 


having been satiated. 


demand 


8 


’ 


ulting 


Changes in Consumer Demand Res 
in Overcapacitation and Reduced 
Profits 

Inability on the part of a particular 
concern within an industry to show a 
normal business profit over a represent- 
ative period of time is traceable either 
rate of increase in total 


7 \1...: ' , . 
7’ Obviously the specific 


r 
demand for given goods is contingent upon the rate 
of increase in per capita demand (whether this increase 
is positive or negative) for the same rate of population 


increase influences the demand for each particular 





good. The reasoning of the above paragraph im- 
plicitly assumes that in the case of goods the price of 
which has been falling, the downward trend in price 
has brought per capita consumption nearer to the 
point of absolute satiety than is true of the per capita 


consumption of goods subject to constant or rising 


In many individual instances this assumption 
however, for the demand curve of goods 
{ 


prices. 
is inv alid, 
} 1] 


subject to fall r a consider- 


ereas the demand 


ng f rices may be elastic 


able reach below current prices wl 


curve for the goods subject to constant or rising prices 


may be inelastic below the current market prices and 


hence not responsive to either price cuts or increases 


in per capita income. 
% The substance of the above 


mum value to particular business men, needs to be 
t 


anel nt nrecice nti 
ransiated ito precise quantité 


impossible respect to most commodities because 
f the la f ad ate raw data. The tech les 
worked out by the economic statis ans (e.g., 
5 Itz, Working, Ferger, Gilt 4 will prove 
valuable for the solution of the problem of adapting 
our national economy to the demands of a nongrowing 
pot ilat I arked I 2 is € ri i come 

Present data re ) per capita « mption, 
wi é \ i] ib € 1dé ate ( ¢ exa le, 
data n tre 1 pe capita t Re C7 5 al 
Trend \ II, pp. 897-901 I trea t of 
demand by statisticians, see Ferger, W., 47 Quarteri 

Journa Economt 1932, 6-61; Schult p 

C1 a Econometrica, Vol. I, 1 274 R 
41 Journal of P al Economy, 1 468-512 

pee a the ma eterence t t » and 
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to the relatively high per unit expenses 
(variable and overhead) of production 
of the concern, or to the overcapacita- 
tion of the industry. In general an 
industry is overcapacitated if, over a 
representative period of time (say 5 to 
7 years), the output of that industry, 
when operating at substantially full 
normal capacity, cannot be sold at 
prices sufficient to cover the variable 
and overhead expenses incurred and 
yield a rate of return which is considered 
normal by entrepreneurs with floating 
capital to invest.** Overcapacity, as 
defined here, may be attributable to a 
decline in demand (downward shift of 
demand curve), to failure of an antic- 
ipated upward shift of the demand 
curve to develop, or to an overestimate 
on the part of entrepreneurs of the pre- 
vailing demand (that is, of the height 
of the demand curve). 

When an industry consists of many 
units (e.g., textile), information relative 
to the total actual and _ reasonably 
potential demand in a given area is 
usually lacking. Hence, in so far as 
each concern tends to overestimate the 
additional sales it can make, the com- 
bined capacity of the entire industry 
will be expanded, with the result that 
the market cannot, under existing 
conditions, absorb the entire output 
of the industry at prices sufficient to 
cover all costs.*° Apparently, in fields 


*9 "Temporary overcapacity, caused by seasonal and 
cyclica! fluctuations in the industry in question, does 
not fall under the above head. A complete statement 
of what constitutes overcapacity would also require 
careful treatment both of the cost curves of particular 
concerns and the industry as a unit and of old and 
obsolescent equipment which is not normally used. 

8° We refer here, and throughout this paper, to 
specific overproduction or overcapacitation, caused 
by the investment of so much capital in the industry 
that the resulting normal full output can be sold only 
at a price insufficient to cover all variable and over- 
head expenses (including the anticipated normal 
return on investment). Under these circumstances 
the consumers’ saving, as a result of the forced price 
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of industry consisting of small units. 


the 


tendency of established firms to expand 
only shortly in advance of or coinciden 
with a developing market is counter. 
balanced by the ease with which ney 
ventures, possessed of small amounts of 


capital, can enter the field. 
In industries consisting of a 


few 


large concerns overcapacitation may 
develop despite interconcern agree. 


ments as to price and output, 


and 


despite the fact that each concern 
usually knows approximately what com- 


petitive concerns are producing 
what the market will absorb. 


and 


For 


either concerns are prone to reinvest 
corporate surpluses and newly raised 
funds without due regard to present 


and future sales possibilities;*! or 


the 


operating unit of most efficient size” 
is often one of such great absolute 





cut, will just equal the producers’ loss. If, on the 
contrary, the output of a good is increased through 
the introduction of new cost-saving devices and price 
is reduced to a figure which will clear the market of 
the entire output of the industry, the consumers 
pecuniary saving will exceed the combined loss of all 
the producers, should there be a loss, by the amount 
of cost reduction made possible by the use of the new 


methods. 


31 Robert Weidenhammer suggests as one cat 


use of 


the faulty investment of corporate savings the fact 
that the size of the income of the executive officers 
of corporations is less dependent upon the rate 0! 
return on the invested capital than on the absolute 
magnitude of the corporation. Hence there : 
incentive to increase the magnitude of the corporation 
even though the anticipated return is less than the 
return ordinarily expected on free capital. See +} 
American Economic Review, 1933, pp- 38-41) 
Weidenhammer’s proposed method of control of 


capital market, see ibid., Vol. 22, 1932, pp. 389-42 
32 What constitutes the productive unit of mo 


n 
on 


efficient size, measured in terms of producti 


costs 


; : Be dll 
per unit of output, varies for commodities and loca 
se . . z MHeient 
ities. Further, what constitutes the most eMcien 
size in terms of production costs may not constituit 


the most efficient size for business purposes, nas 


jueL 


as profits are influenced rot only by production cos 
but also by managerial, marketing, and transpor- 
tation costs. See Robinson, E. A. G., The Siructa 


of Competitive Industry, New York, 1932; als Blacs. 


J. D., Introduction to Production Economic: 
York: Henry Holt and Co., 1926, Part III. 
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steel, utilities, hydro- 
may econom- 
ferable to build new 
Is counter. tion of markets apparently not 
n developed. Hence, at the 
| amount : yansion takes place, there is a 
that the market will not 
ficiently to absorb the entire 


ns to expan that it appear 


units in 


the industry at prices ade- 
ver all expenses and yield 
turn.** 
1) industry is overcapacitated 
| to the production of some 
ducing and ticular good, the persistence of such 
bsorb. For icitation and the resultant losses 
profits will be governed, 
ngs equal, by the ease with 
concerns composing that 
es;"" or t in shift to the production of 
icient size is for which demand, at prices 
» cover all expenses of pro- 
Or, 
ther way, the more rigidly 


not yet fully satisfied. 


ment of an industry is special- 
production of but one good, 
the loss that will result from 

7 ' tation; and the greater the 
ise of t ’ different goods to the pro- 
which the equipment of an 

slie A adapted, the closer does that 
ecutive t approximate free, floating, 
: insmutable capital, and the 
hance that the equipment in 
fail to earn a normal rate 

In short, other things equal, 
ility of loss from overcapaci- 
a function of the 
and nontransmutability 


degree 


t necessarily, chances of mis- 
greater the longer the life of the 
the lower the rates of depreciation 

t in anticipation of market 

+ - } ’ ‘2 ] > + 
Che greater chance of miscalculation 
ater chance of loss, 


as, the 


however, only 
entrepreneur’s be- 


verned Dy this greater chance < 





intermediate and raw materials, equip- 


ment, labor, intangibles (e.g., goodwill, 


going-concern value), etc., on hand in 
the overcapacitated industry. 
Inasmuch as perfect mobility and 


do not characterize 


human 


transmutability 
equipment and 
elements, the development of a relative 


and material 
oversupply of specialized forms of labor 
and equipment involves at least some 
pecuniary loss to the owners thereof 
and some loss of utility to society at 
large. Virginal resources (ores, fuels, 
soil fertility, lumber, etc.) and human 
productive capacity at an early age 
(say 18), while originally mobile and 
divertible into many channels of pro- 
duction, assume specialized forms in the 
course of the productive process and 
acquire an immobility of relatively 
long duration an 
function effectively in other than special, 
circumscribed fields. Mobile natural 
resources, through transformation into 


and incapacity to 


intermediate goods and then into capital 
equipment, have their uses reduced to 
the which the 
capital equipment may be put.*4 Labor 


number of uses to 


degree of mobility of 


the actual 
H f 


capital, our information is limited. On the basis « 


wawrence H. Seltzer concludes that 


the mobility of capital is far greater than is com- 
monly assumed. A substantial proportion of indus- 
trial capital is in the form of inventories possessing 
relative short life, and therefore subject to ral id 
change of for Fixed capital is given a significant 
measure of bility not only by the opportunity for 
change f forma rded by reserves for ma enance 
depreciat » anc replacement I a] the tact 
that e larger part f the count: re trial 
re tal is concentrate n industri¢ e pr ct 
and ser ces have a er wide 1 c aiternative 

es. | ewise the processe¢ yf ca} tal mot are 
not confined to the overt attraction of fluid capital t 
highly profitable istries. Concrete capital re 
sources may be directly diverted to new products by 
their owners, in part; and, as in the case of the n r 
vehicle, a new or growing i! ma ert 
resources to its service indirectly, wi formal] 
ttracting to it the ownership of these resources. 
The latter process of indirect d f capital to 
new uses is, in fact, one of the 1 t rtant mea 
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capacity, having become specialized in 
certain lines of activity (e.g., plumbers, 
preachers, teachers), is rendered both 
more or less unsuited to other fields of 
activity and reluctant to shift thereto. 

While overcapacitation within an 
industry can be relieved by an upward 
shift in the curve of demand for the 
industry’s products, brought about by 
increased foreign demand, advertising, 
or the discovery of new uses for the 
industry’s products, such relief will but 
involve transfer of overcapacitation 
from the industry in question to some 
other industry, unless the upward shift 
in the demand schedule derives ulti- 
mately from an increase in the country’s 
real income. Thus, assume that the 
normal total output of Industry 4 is 
100,000 units, that each unit must sell 
for $1 if all expenses (variable and 
overhead) are to be covered and a 
normal return on the investment is to 
be provided, that market demand at $1 
is 80,000, and that 100,000 units can be 
sold only if the price is cut to 8o¢. 
Given these conditions, the price under 
perfectly competitive conditions would 
be 80¢ and under imperfectly competi- 
tive or under monopolistic conditions in 
excess of 80¢. Assuming competitive 
conditions (the basic problem remains 
the same under conditions of monopoly 





whereby capital is transferred from one employment 
to another. Finally, the practice of widely distribut- 
ing the capital and technical burdens involved in 
production facilitates the mobility of capital by 
diminishing the deterrent influence of risk and by 
minimizing the direct capital requirements of pro- 
ducers of new products.” See 46 Quarterly Journal 
of Economics, 1932, p. 508. 

While the production of consumers’ goods 
involves the specialization and immobilization of 
various resources, this immobilization constitutes no 
problem, so far as this paper is concerned, for con- 
sumers’ goods not only are less durable than pro- 
ducers’ goods but also will not continue to be produced 
if the prices at which they are sold are too low to 
cover the variable costs of production or too high to 
meet the competition of other kinds of goods. 
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or of imperfect competition), creation oj 
consumer demand through an advertis. 
ing campaign or through the discover; 
of new uses for the product of Industry 
A (e.g., new uses have been and are 
being discovered for coal, rubber, cop. 
per, etc.) may increase sales to 100,00 
at $1 plus the unit cost (say 5¢) of 
advertising and thus solve the problem 
of overcapacitation in Industry 4 
However, relief for 4 in this instance 
involves the diversion of $25,000 [100.- 
000 X ($1.05 — 0.80)] from some other 
industry, say B, unless the $25,00 
represents the purchasing power oi 
hitherto unemployed factors of produc. 
tion rendered active as an_ indirect 
result of the advertising campaign. 
For if the $25,000 represents the pur- 
chasing power of hitherto unemployed 
factors, it makes no long-run difference 
whether the new $25,000 is expended 
immediately for 4, or serves to replace 

a $25,000 demand diverted from B to 4, 
So it is in respect to the creation 

demand through the discovery of new 
uses, or through the js peeks ta 
foreign demand. If, through advertis- 
ing as in the illustration above, 

$25,000 foreign demand is created for 
the product of Industry 4, this $25,000 
will in the last analysis constitute : 
diversion from the demand for some 
other industry’s product in the domestic 
country, in the foreign country, or ! 
some third country unless the $25,000 

represents new purchasing power cr- 
ated by hitherto unemployed factors. 
Again, should Industry 4 be over 
capacitated in respect to the produc 
tion of good a but be capable 

producing c, d, e, etc., the sale 

quantities of c, d, e, etc., can take piace 
without involving a reduction in pront 
or losses to producers of c, d, ¢ 
only if hitherto unemployed factor 
create new goods and hence new pu" 
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wer equal in value to the 


ties of c, d, @, ete, placed on the 


, Industry A. In short, then, 
of industrial overcapacitation 
lefined can take place only if 

new purchasing power is 


ang re in the distribution of the 
income of a population may 
vercapacity in some industries 
at the expense of developing 
ity in other industries, if this 

in the distribution of income is 
mpanied by an adequate in- 
the national income. ‘Thus 

» that Industry 4 is overcapaci- 
nd Industry B is perfectly 
| to the market. Let us now 
ea greater equalization of income 
yn unaccompanied by an in- 
n total national income. ‘The 
income may relieve the over- 
n of A but only at the 
B, whose output is now in 
what can be sold at profitable 
inder the new conditions of 
listribution. For income has 
| from buyers of B to buyers 
Overcapacitation of B, under 
tions assumed, can be avoided 
total income increases by an 
idequate to replace the lost 


B. 


Vew Demands for Luxury and 
Comfort Goods—A Way for 
Business Recovery 

analysis presented in the 
sections we have implicitly 
that the tendency of the 

f production to unemployment 

) greater in a stationary than 
ing population, or, in other 
that business-cycle tendencies 


no more 
or slowly growing popula- 
in one marked by a high rate 


pronounced in a 
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of increase. For, granting that under 
certain conditions the tendencies toward 
the establishment of a normal balance 
among industries and occupations do 
enable the approximate full employ- 
ment of the factors of production, if 
the advent of a stationary population 
interfered directly or indirectly with 
these tendencies to full employment of 
the factors of production, per capita 
income and normal 
might be less in a stationary than in a 


business profits 


growing population. 

While certain causes of industrial 
fluctuations will be aggravated by the 
cessation of population growth, others 
will be mitigated, and yet others will 


be uninfluenced.*® On the whole, there 


is no reason to suppose that, on the 
balance, business-cycle tendencies will 
be more pronounced. Cessation of 
population growth aggravates neither 


tendencies to monopoly and quasi- 


monopoly, with attendant exploitation 
of labor and others, nor such causes of 
underconsumption as are advanced by 
the generally discredited writers who 
find the source of fluctuations in under- 
consumption traceable to the capitalist 
system of distribution.*® Cessation of 


35 Classifications of these causes have been pre- 
pared by Alvin H. Hansen (Business-Cycle Theory. 
Boston: Ginn & Co., 1927); Wesley C. Mitchell, 
(Business Cycles, New York, 1927); A. B. Adams 
(Economics of Business Cycles. New York: McGraw- 
Hill Book Co., Inc., 1925); Warren Persons (41 
Quarterly Journal of Economics, 1926-27, pp. 94-128). 
See also Pigou, A. C., Industrial Fluctuations. New 
York: Macmillan Co., 1927, and The Theory of 
Unemployment, New York, 1933; Hayek, F. von, 
Monetary Theory and the Trade Cycle, New York, 
193}. 

36 See L. Robbins’ criticism of underconsumption 
theories (Economica, November, 1932, pp. 413-30). 
Inasmuch as equilibrium involves a balance between 
income distribution and production distribution, the 
underconsumption theorists might profit by decom- 
posing total national production into its constituent 
parts and comparing the configuration of national 
production with the configuration of national income 
distribution. 
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population growth per se influences 
neither the manner in which the money 
or credit system works, nor the fre- 
quency of innovations, discoveries, and 
autonomous” invention. Yet a large 
proportion of industrial fluctuation is 
traceable to these factors. 

Writers who find a chief cause of 
industrial fluctuations in variations 
in the demand for durable material 
means of production find in cessation 
of population growth a leveller of 
fluctuations in the production of fixed 
capital and hence a minimizer of 
industrial fluctuations. Thus Cassel 
observes that since “every increase in 
population necessitates a corresponding 
increase in the fixed capital of the 
community,” and since “an increase of 
fixed capital above the average must 
clearly afford more room for the play 
of trade cycles,” it follows that “a 
community with a constant population 
might succeed in keeping the trade 
cycle within narrow limits’; for “a 
generally weaker increase of fixed capi- 
tal is bound to some extent to have a 
restrictive effect on trade cycles.” A. 
H. Hansen states that “‘the leading 
factor, as I see it, which points toward 
a larger means of business stability 
is the slowing down of population 
growth. This will tend to minimize 
the importance of the capital-producing 

37 Inventions are “induced,” as distinct from 
‘‘autonomous” or chance, when the invention is the 
result of an effort to meet the rise in the relative cost 
of some factor of production such as labor. Slowing 
down of population growth may increase the price of 
the labor factor relative to the prices of other factors 
and thus induce labor-saving inventions. See Hicks, 
op. cit., p. 125, for treatment of invention. 

38 Theory of Social Economy, New York, 1932, pp. 
646-647. Cassel remarks also that the slowing down 
in the rate of increase of the agricultural population 
will have a stabilizing effect, for the surplus agri- 
cultural population no longer can constitute an 
“industrial reserve army” for the capital-producing 
industries and make possible upswings as in the 
past (ibid., pp. 566-575). 











industries which lie at the root of ths 
business cycle.”** In short, the stabj- 
lizing of population growth will stabiliz. 
capital production and hence the leye 
of business activity. : 

Instable consumer demands may .». 
gravate business-cycle tendencies ;; 
thefuture. For, ina stationary popul:. 
tion with a higher per capita incom: 
than at present, relatively more of the 
total supply of factors of production 
will be used to produce luxury and 
comfort goods which, in view of the 
experience of 1929-33, are not deemed 
necessary by consumers.® A relatively 
larger proportion of the population 
will be dependent for income upon 
luxury and comfort production and 
distribution. Given such a situation, 
a sharp downward trend in the en- 
ployment of the factors of production 
may be initiated if a number of produc. 
ers misjudge consumer tastes or think 
they have overestimated consumer ¢e- 
mand for specific luxury and comfort 
goods.‘! For these errors will cause the 





3914 Journal of Farm Economics, 1932, | 
See also A. H. Hansen in 21 American Econom 
Review Supplement, 1931, pp. 200-201. 

49F, C. Mills, who thinks demand is becoming 
potentially more instable in the United States and 
implies that the depression grew, in part, out of t! 
instability, estimates that the value of food and 
clothing expressed as a percentage of total product 
fell from 57.9 in 1899 to 43.6 in 1929, and thatt 
value of durable goods expressed as a percentage 0! 
total production increased from 26.5 in 1899 t 
in 1929 (Economic Tendencies in the United State 
New York: J. J. Little & Ives Co., 1932, pp. 2 
288, 533-35). 

41 The chances of error will be greater in proportis 
as the comfort and luxury goods are durable. For! 
goods are destroyed by one or several uses, a chanz 
in consumer demand is reflected in the rate of {0 
of goods from producer to consumer. If goods at 
durable and capable of yielding a varying amount“ 
service, decision on the part of consumers t 
durable good a longer period of time may mis. 
the producers to overestimate the resultant long+t 
shrinkage in demand. (See Schultz, A. D., ” 
Journal of the American Statistical Associati% 
Supplement, 1932, pp. 231-35.) 
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necessities who find a spur to action in 
the depletion of the stock of necessities ** 
or by a great expansion of the capital- 
producing industries,*® because neces- 
sity and capital production will no 
longer be capable of absorbing as large 
a proportion of the factors of produc- 
tion as in the past. Accordingly, in 
the future, both recovery from depres- 
sion and prevention of depression will 
rest in the hands of the producers and 
distributors of luxury and comfort 
goods and services, that is, goods and 
services hitherto deemed unnecessary 
or less important by consumers. Pre- 
of depression will require 
distributors to give 
control 


vention 
producers and 
increasing attention to the 
of consumer psychology and to main- 
tenance of consumer buying power 
through effective efforts to 
employment for the factors of produc- 
tion.*® The old individualist ideology 


provide 


44 Producers of necessities and quasi-necessities 
(whether immediate consumers’ goods or capital 
goods) presumably act on the assumption of a higher 
probability of sale than governs the behaviour of the 
producers of non-necessities. ‘Theoretically, how- 
ever, if only the producers of necessities expanded 
activity, the market for necessities would be largely 
confined to the producers thereof. Producers of 
necessities are successful in anticipating sales in 
proportion as their activity serves as an impulse to 
activity by producers of non-necessities. 

45 In the past, recovery from depression has often 
been initiated by filling the vessel of fixed capital, the 
new demands for which had their origin in population 
growth, in the development of new wants and inven- 
tions, and in the failure to replace worn-out or 
obsolescent capital. 

46 Among the factors of production not effectively 
employed at present are the older workers and rural 
workers. Within the next two decades the number 
of persons aged 45-64 years will increase about two- 
fifths. Yet at present the working capacity of the 
older worker is allowed to go to waste (see Barkin, 
Solomon, The Older Worker in Industry, Albany, 


1933; 27 Journal of the American Statistical Associ- 
: ne ; 
ation, Supplement, 1932, pp. 102-08), although there 


can be no practical objection to employing older 


workers so long as the ratio of the older worker’s wage 
to his value productivity is in keeping with the 


going ratio. Failure to correct defects in older 
z 
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that the most effective way to meet a 
failure of demand is to curtail output 
will have to give place to a new 
idology that the most effective way to 
correct a failure of demand is to create 
a new demand by controlling consumer 
psychology and by shifting the factors 
of production from one use to another. 
Only in proportion as business men are 
motivated by this new idology can the 
upward trend in per capita income be 
maintained.” 


Failure of Certain Industries to Give 
Attention to Population Growth 


At present comparatively few busi- 
ness firms give consideration to the 
rate of American population growth 
when they anticipate demands and 
plan capital outlays.“ For reasons 





workers and to keep them employed will decrease per 
capita purchasing power and increase per capita 
charity costs. To provide $300 a year income for 
every person aged 65 and over would require at 
present a contribution of $46.29 per annum by each 
gainfully employed person; in a stationary population 
the contribution will be $117.43 (The Problem of Old 
Age Dependency, Monograph Thirteen, Metropolitan 
Life Insurance Co., New York, 1932, pp. 9-10). 

The restoration of per capita farmer purchasing 
power, in view of present population, technological, 
and pro-autarkistic trends, requires a shift of workers 
from agricultural to nonagricultural pursuits. G. 
Studensky finds the solution in the tractorization 
of agriculture and the development of large farms, an 
adjustment which can come only “through an 
agricultural crisis, through the ruin of many small 
farmers the size of whose holdings does not permit 
them to utilize the new technique, whose place must 
be taken by larger units. The mechanics of the 
crisis must consist in the lowering of prices of agri- 
cultural products, the cost of production of which 
becomes reduced through the introduction of the 
new farming methods” (12 Journal of Farm 
Economics, 1930, pp. 565-66; see also Jasny, N., 
Bevolkerungsgang und Landwirtschaft, Berlin, 1931). 


47F. C. Mills estimates that in 1901-13 when 
population grew 2% annually, production per 
capita increased 1.1% per annum. In _ 1922-29 


population grew 1.4% per annum, per capita pro- 
duction, 2.4%. Prior to the War, output per capita 
was doubling once in 63 years, compared with once in 
29 years in 1922-29 (op. cit., pp. 244-245). 

48 This statement is based upon information 
obtained from representative distributors and pro- 
ducers in the leading fields of production and distribu- 
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already treated, neglect of the rate oj 
national population growth is mos 
likely to occasion difficulties for the 
producers of goods for which per capita 
demand is satiated by the curren: 
rate of consumption and for producers 
who make outlays of highly specialized 
capital equipment in anticipation o 
market development. Neglect of the 
national rate of population growth js 
less likely to occasion difficulties fo; 
those who make capital outlays shortly 
in advance of market developmen: 
and for those who serve circumscribed 
local areas. The latter are primarily 
interested in the rate of population 
growth in their localized fields of oper- 
ation, and this rate is governed bot) 
by natural increase and immigration 
and can be ascertained accurately only 
through frequent censuses. 

Those who are less likely to sufer 
at present from failure to give attention 
to the rate of national population 
growth are national food producers 
(e.g., Standard Brands, National Dairy 
Products, General Foods—producers 
of flour, canned goods, meat, ¢tv.\, 
national and local retail distributors 
(e.g., Walgreen Drug, Kroger, Great 
Atlantic & Pacific, S. S. Kresge, etc. 
and miscellaneous producers and dis 
tributors (e.g., publishing, soap, leather, 
shoes, photographic supplies, certai 
electrical appliances, motion picture 
distributors, etc.). Few of the kinds 
of firms cited give attention to popule 
tion growth even when overcapacitation 
apparently exists under normal coné: 
tions. However, most of the firm 
of the order named make capital out 
lays only one to three years in advanct 
of market development.® ‘The reté 





tion and upon analysis of the content of trade jours» 
ete. : 

49 Replies as to capital outlays for building #” 
specialized equipment were incomplete. 
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ors are primarily interested in 
ations, in the prospective in- 
the population of given locali- 

{ in local population shifts. 
jucers ignore the national rate 
lation growth but give much 
n to the trends in food tastes, to 
s in the composition of the 
tion of given regions (¢.g., oc- 
nal, racial, age,® etc.), and to the 
in the per capita income of 
sclasses. Presumably those who 


ince for the national market or 


while producing primarily for 


ns, are exposed to the competition 
her large producers and distribu- 


inot be said to be planning with 
itionality if they fail to give 
to the influence of population 
ipon demand. 

igh the rate of population 
is an important determinant 
lemand for machine and farm 


ment, for durable consumers’ 


.g., automobiles, radios, me- 
refrigerators, etc.), for indus- 
hich supply equipment and 
s to the foregoing industries, 
a number of industries now 
overcapacitated, the influence 
trend in population growth is 

disregarded.*! As a conse- 


rans of the dairy trade have observed that, 

atest per capita milk consumption is 

lren, the absolute number of whom is 

g, maintenance of current per capita 

f milk requires an increase in the per 
tion among adults. 

Fraser and G. F. Doriot note excess capacity 
worsted, tire, steel, cement, paper, 
coal, petroleum, and cotton-textile 
ng others (Analyzing Our Industries. 

McGraw-Hill Book Co., Inc., 1932). 
population growth is apparently ignored 
f elevators, cash registers, clay prod- 
lucers, farm equipment, and automobile 
\pparently little attention is given the 
lation by steel producers, other than 
laylor, who, when chairman of the finance 
{ the United States Steel Corporation, 
at the slowing down of population growth 
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quence specific overcapacitation is 
courted and inadequate attention is 
given by leading business men, as 
a group, to creating new demands by 
fostering the full employment of the 
factors of production. For example, 
assuming a population of 140 million 
in 1950, one automobile to each four 
persons, a six-year life per car, and 
exports as of 1929, there will then be an 
annual average demand for about seven 
million cars in contrast with sales of 
five million in 1927 and with a current 
capacity of about seven million in the 
American-Canadian automobile indus- 
try.°2. Sixty per cent of the output 
of the overcapacitated steel industry*’ 
was taken in recent years by the now 
relatively stable railroad, automotive, 
agricultural, and building industries. 
Aside from the influence of the develop- 
ment of new inventions and methods, 


would slacken the growth of domestic demand for 
steel (Wall Street Journal, March 25, 1932). One of 
the leading oil companies claims that it gives weight 
to the influence of population growth upon demand. 

52 Fraser and Doriot, op. cit., p. 56. In 1929, a 
year of peak production, the industry operated at 70% 
capacity. One-half of the sales were replacements, 
one-third were new car sales; one-seventh of the 
passenger-car output and two-fifths of the truck 
output were exported abroad (1bid., p. 26). In 1929 
and 1930, of the following products from four-fifths 
to one-seventh were consumed by the automobile 
industry: rubber, plate glass, upholstery leather, 
malleable iron, aluminum, lead, nickel, tin, steel, 
copper (tbid., p. 33). Inasmuch as the demand for 
any finished good, A, constitutes a demand for definite 
quantities of intermediate, equipment, and primary 
goods a, b, c, etc.; and the demand for any kind of 
equipment, intermediate goods, etc., derives from the 
sum of the demands for various consumables A, B, C, 
etc., the accumulation of data on the trends in the 
demand for final consumers’ goods should reduce the 
probability of overcapacitation in equipment and 
similar industries. For, on the whole, the extent to 
which discoveries, inventions, and changes in the 
prices of the factors of production can modify 
‘technical coefficients” ‘s limited. 

53 Between 1922 and 1930 the capacity at which 
the steel industry operated ranged between 63% and 
88% (Fraser and Doriot, op. cit., p. 253; see p. 262 
on uses of steel). 
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Summary 


The 


United States is declining rapidly and 


rate of population growth in the 


will approximate zero within the next 
three decades. Various writers have 
indicated that the decline in the rate 


of national increase will engender in- 
dustrial overcapacity and general profit- 
Contentions of this sort are 


lessness. 


invalid for, while the overcapacitation 
of specific industries is the result of an 
inadequate demand at profit-yielding 
prices, such overcapacitation can be 
prevented, on the one hand, by taking 
account of the growth of the market 


and, on the other, by building up de- 


mand. An increase in the demand for 
a particular product requires as a pre- 
condition an increase in the total 
purchasing power of the population 
for, in the absence of such an increase 


in the total purchasing power, an 
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in the demand for some other 
An increase in the total purc} 


power is brought about by many 
factors than an increase in populat 
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effective demand 
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dominantly upon the degree to which 
business men keep all the factors of 
production employed. However, given 
intelligent entrepreneurial policy, the 
rapid cessation of population growth 
entails no difficulties, no pronounced 
tendencies toward specific overproduc- 
tion, no profitlessness. But, given un- 
intelligent entrepreneurial policy, the 
advent of a stationary population will 
be marked by an aggravation of cur- 
rent business difficulties. 























































THE NEW INDUSTRIAL ERA 
By PHILIP CABOT 

1933 in the discovery of another \ 

Era, based on radically different 


political affiliations—we break- sumptions. In place of the assumptios 
of stability, the major premise of 


N this year of grace—or disgrace, 


according to one’s economic and 


fast, lunch and dine on rumors, many 
of them of unknown content, but all Era is instability. We think we ha 
ly branded. Onerumoristhat discovered that for at least a generat 
New Era will our whole industrial structure has | 
made increasingly top-heavy until 
have arrived at the point where th 
oscillations from prosperity to depres. 
sion, to which the human race 
known other millions are to be spent to be condemned by nature, 
become terrifying in their devastating 
power. It is interesting to not 
passing that the natural oscillat 
appear to be the visible manifesta 





nationa 
a major feature of the 
be the decentralization of industry 
“according to plan.’”’ The last Con- 
gress appropriated twenty-five million 
dollars to try out the plan, and un- 


in experimenting with the idea un- 
der direction of the Tennessee Valley 
Auth rity. 


Eras Old and New of the theological doctrine of Tah 
For the older and more sedentary sin, formulated thousands 


part of our population New Eras are ago. They can be traced 
a popular indoor sport. In these there whole period of recorded history. 


is both pleasing variety and rapid In an address about a year ag 
change, taking their cue apparently Alfred North Whitehead outlined t 
from the experts in public entertain- history and speculated upon the caus 


ment who run our theaters. In the of this growing instability of our ind 


New Era that flourished from about trial structure in a masterly man 
1926 to 1929 the major premise was He showed that the condition 
world-wide and suggested the 
Under the leadership of economists, why it should be particularly; 
statisticians, chart-makers, and other this country. Thus the phen 
of instability which is the major pre! 
of the present New Era has the 


that we had broken the business cycle. 


prophetic and inspired persons, pros- 
perity was to march continuously up 
hill. Mass production, mass distribu- of a more trustworthy authority 
the prophets of the previous New | 
so that the hypothesis desery 


tion, installment selling, national adver- 
tising and other nourishing food were to 
sustain prosperity on this glorious serious consideration. 
course. It was suggested only by oe = 
the timid, and those out of touch with Removal of Ballast and Add: 
the New Era, that poor old man The industrial development 
Prosperity might get tired. last forty years reminds one oi 

His sudden collapse in 1929 and his 


continuing state of coma during the 


1“The Study of the Past—Its Use 
1: ; ° gers,” XI HARVARD BUSINESS REVI! 
succeeding tour years resulted in 1932- 1933, p- 436. 
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m which the ballast has been 
removed and to which sail 
nstantly added. The result 

he years 1926-1929 was that 

| like a witch in smooth water 

t airs, and the officers were too 
rienced even to speculate upon 
ight happen if it came on to 
In 1929 they discovered. She 
wn onto her beam-ends, and 
the crew as were not washed 

| were unable to right her. 


another New Hm : . 
different ; 
eC assumption 

-mise of thi 
ink we have 
a generation 
ure has beep 


“er dati = little ballast, and with her 
t where te nainsail lashed over the mast- 
r to deor: vith a wire rope, they certainly 
think Gala b on their hands. 

ature. rder to consider, intelligently, 
devastation trines of the present New Era 
thee S t try to understand the methods 
oeciilat the ballast had been removed, 
eat liiaastes sail area increased. It is a 
of ovisial hypothesis that the ballast 
s of : tions economic structure con- 
4 over th ts of that part of the population 
story. h can, and does, draw its sup- 
ae m the land. Forty years ago 


two-thirds of our people did 
during the intervening period 
portion has been cut in two. 
1929 only about one-third of our 
ved on farms, and most of 
vere engaged in raising a single 
ich they must sell for cash in 
live. The brutal fact seems 

at most of our farmers do not 
farming but on canned goods 

, at the village store, just like 
New Era lactory hands. As a result of this 
t 1 the reckless speculation in 

lich the farmers of the coun- 

encouraged by the Federal 

Sa | nment, most of the ballast had 
oved from the ship as early 


utlined t 
l the Causes 
f our indu 


langer of such a condition was 
ncreased by the rapid increase 
+; irea during the same forty-year 





period. The integration of industry 
into large units designed for mass pro- 
duction was continuous. ‘The inven- 
tion of new machinery, the increased 
use of mechanical power which multi- 
plied the output of every worker, new 
methods of organization, and an appar- 
ently unlimited supply of capital, dou- 
bled or trebled the capacity of the 
nation to produce and distribute goods. 
Such an increase in productive ca- 
pacity, largely unplanned and wholly 
uncontrolled, meant that the sail area 
of the ship had been vastly enlarged 
while the ballast was being removed. 
And please note that the ship had no 
captain and that the crew did not know 
how the sail had been hoisted nor how 
to take it down. ‘To make matters 
worse, those who set this sail, instead 
of providing halyards by which it 
could be raised and lowered, had 
lashed the peak of the sail to the mast- 
head. The rig, of course, was of the 
modern Marconi type. If this picture 
of the course of events during the last 
forty years is roughly correct, it is 
clear that, if our experiment in indus- 
tria! democracy is to survive, two things 
must be done: the ballast which has 
been removed from the ship must be 
put back, and we must have sails that 
can be reefed or lowered away, and a 
captain, officers and crew who know 
how to do it. 
Replacing Ballast 

The type of ballast with which we 
are most familiar is a people attached 
to the land. Nations in which the 
population was preponderantly agri- 
cultural, and which were favorably 
located as to climate and have 
been, and still are, relatively stable. 
War, pestilence and famine have been 
disturbing factors, and are likely to 
remain so, but peoples of this character 


soil, 
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suffer less from them and recover from normal way of life than the fac; 
their effects more rapidly than those worker has ever known. 


that are highly industrialized. The The human race has worked o; 
latter often attain a higher standard of land for many thousand years. Sy 
living for short periods, but the struc- way of life is bred into the b 


ture is unstable; the former, while every man alive, and even th 

sacrificing something in their standard executives of our industrial systep 
of living, are far more stable because would be better executives if th 
their feet are solidly planted on the worked part of their time on the lap 


ground. In trying to plan the future From the point of view of the presen: 
we shall do well to bear this contrast industrial workers—and of the 
in mind, because it is fundamental. body of industrial workers that we 
We may even come to a compromise visualize during the next generati 
between the two as the solution of our the present trend towards decentraliz:. 
problem. tion of industry, with shorter working 
If, after looking at this picture, we schedules, points to subsistence farm. 
are tempted to try to get our people ing as an auxiliary. It would give 


closer to the land again, we find our- employment for leisure time, increas 
selves in a head-on collision with the the standard of living of industr 
farm problem. ‘There are too many workers, which may _ necessarily 


farmers now, and if we increase the forced down by the shorter hours, 


1 


number they will all starve. The would tend to stabilize our indust: 
dilemma is serious but perhaps not structure by lowering its cent 
insoluble. We certainly do not want gravity. But we must face th 
more farmers of the present industrial that it will intensify our present 
brand; we must reduce the number problem. Subsistence farming, 
and reduce it greatly. But subsistence is an integral part of President R 
farmers or farmers who are partly self- velt’s recovery program, tends t 
sustaining are a different breed of cats. more acute the problem of farm 
With the decentralization of industry, which is already bad enough. | 
which as I shall try to show is needed conflict is basic and throws grave d 
to stabilize production, it is quite con- upon the soundness of the measures | 
ceivable that a large section of the relief of the farmers which ar 
population might support itself partly being tried. 

by industry and partly by farming. The solution of the farm problen 


4 
trat? 


The hours of labor in factories, both now put forward by the Administra 
large and small, are certaininthe future proposes to increase greatly the p! 
to be so short that enough time will of farm products by reducing the quan- 
remain to run such a farm. New _ tities produced and by manipulating 
now provided each workman with at fied as an emergency measure, 
least twenty slaves to help him in the not a permanent solution. Sul 
factory, so that he can produce all ence farming for large groups 0! 
that he can consume in half his working trial workers, which is bound 

time, or less, leaving him the other half will so greatly reduce the d 

in which to work for himself. Such a demand that if the farmer is to 
division would tend towards a more on the home market alone 


machinery and mechanical power have thecurrency. While this may be 
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Under such conditions, in or- 

set supply and demand into 

very large export markets 

opened which can only be 

, competitive basis. It would 

therefore, that no long-time 

f the farm problem is possible 

es not begin by reducing farm 

n costs to the level of inter- 

competition. Most of them 

ibove that level now, but it is 

possible to reduce them. While 

‘is evidence that in many indus- 

ie units of production are too 

maximum efficiency, the evi- 

Fdence in farming points the other way. 

Larger units using selected land and 

rn methods of organization might 

ible some American farmers to 

ipete successfully in world markets. 

But the problem of what to do with 

rmer remains. There are too 

them now, and the surplus will 

The answer may be to ab- 

him into industry, but this would 

less unless we can provide him 

ble employment. At present 

million farmers produce far 

in this nation can consume, 

export markets for many crops 

1. Certainly they must be 

for in order to stabilize our 

economic system we may have to turn 

ion industrial workers into sub- 

farmers, which will still further 

reduce the domestic market for farm 

In order to enable the five 

industrial farmers whom we 

on our hands to live, farm 

p costs must be reduced in order to open 
export markets. 





































Control of Sail Area 

ther half of our stabilization 
1 is how to control the sail area. 
ths in the great mainsail of 
‘ustrial ship, which caused the 
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terrifying instability from which we 
suffer, may prove to be the great basic 
national industries in which mass pro- 
duction has been developed. If it 
can be shown that these have been the 
most unstable and that they employ a 
large fraction of the industrial popu- 
lation, the control of them might almost 
solve our problem. Certainly it would 
be the first step towards its solution. 

Acting on this hypothesis, what 
should be done? The ends to be 
achieved are, first, control of plant 
expansion and, second, control of out- 
put. Reverting to our symbol of the 
ship, this means the application of 
expert judgment as to the total sail 
area and a captain and crew who know 
when and how to reef. 

The codes of fair competition pro- 
posed under the National Industrial 
Recovery Act for these great industries 
stand out in the welter of conflicting 
opinion like a lighthouse in a fog. 
They are the great beacon light. If 
a relatively small number of basic 
industries can be organized under such 
codes, and if industrial statesmen of 
great ability can be found to assume 
control of these new trade associations, 
a long stride towards the solution of 
our problem will have been taken. 
Whether any effort should be made to 
organize all the little industries of 
the nation under such codes is more 
than doubtful. Few of them have 
even the sound materials out of which 
trade associations can be built. The 
operations of the units that compose 
them are purely local, so that national 
regulation will prove difficult, if not 
impossible. ‘The number of independ- 
ent operators in some cases is very 
large—there are said to be 1,500,000 
units covered by the retail code—and 
the difficulty of centralized control 


of such a system will increase as the 
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square of the number of units to be used as a laboratory experiment. 
regulated. Efforts tobringallindustry to speak, in order to find out whe; 
under these codes are likely to suffer our industrial leaders are teacha} 
the fate of the Volstead Act, and might What do we want to teach the; 
result in discrediting the whole princi- Mainly, that in the long run the into. 
ple on which these codes rest. This ests of all parties are best served 
would be a national disaster. making goods plentiful and 
It seems to me that the proposal If this principle is accepted and applie: 
to set up self-governing trade asso- the elasticity of these markets \ 
ciations in basic national industries, be stretched tothe limit. Prices y 
animated by a spirit of cooperation have a tendency to fall, keeping prof 
among all the parties concerned, is small. But if profits were fairly sta} 
the most constructive and the most they would be more than these sap 
hopeful suggestion that has been made industries have been able to 
since the collapse of 1929. In God’s under the unstable conditions 
name, let us give it every possible past. 
chance to succeed, unhampered by If by this principle of operation 
the failures which are likely to result gradual but fairly constant fal 
if we try to apply the same principle prices could be achieved, we s! 
to millions of small units before we have solved our major problem 
have had time to learn by experience industrial instability. Plant expansio: 


how the principle should be applied. would be brought under contr 
New S ae are a ee : cause a high ‘“‘use factor”’ 
sen) r | - sp¢¢ e e 
New Standards of Business Conduct capacity would be essential to ec 


Even at this early stage, one may, For the same reason—namely, e« 
and in fact must, form some hypothesis of production—the introduction 
as to how this new idea may be built machinery would take place as 1 
into a permanent institution. There as prudence would permit. but 
has been evidence, accumulating for a_ prices were gradually lowered and ' 
generation, of a natural law tending markets were elastic, technologica 
towards integration in some basic in- employment would not occur | 
dustries. In these the trend has been larger quantities would be sold 
towards a relatively small number of lower prices, thus taking up t! 
large units, a condition which the late The actual community of interest 
President Hadley of Yale defined as a tween producers, consumers and 
trend towards monopoly. While un- earners has long been acknowlecg 
doubtedly the process of enlarging by a small group of industrial | 
the units of production in some indus- but up to this time they | 
tries has been carried too far, there is unable to apply it because 
no question that it increases efficiency canabalistic competition for 
and reduces costs in many cases. them by the Sherman Law. Ge! 
Where this is true, the trend towards acceptance of this principle, and v¥ 
large units should be recognized and ous application of it, is vital 
encouraged. We must find some way success of these new trade ass 
to get the benefits of monopoly without in basic industries where a small 
the losses due to its abuse. Some of ber of large units will supp! 


1 
+} 


these great basic industries might be demand. If the leaders of t! 
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- less than raising the standards of 


conduct to a level which has 
en attained even in the learned 


in t 
important to observe that the 


Soh 
Ly 


eed 
markets are national. In such 
ries the number of units is likely 


oo 


ns. But we must succeed or 


he attempt. 


of far-sighted cooperation 
under codes is most likely 
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period of disintegration. This hypoth- 
esis is supported by the fact, familiar 
to all of us, that in many cases the 
smaller units of production can sail 
circles round the big ones in com- 
petitive markets. These big units are 
likely to die out, like the dinosaur, 
because they are too big to get out 
of their own way. 


Industrial Decentralization and 
Subsistence Farming 

This indicates that we must face the 
problem of decentralization. The de- 
velopment of relatively small industries 
in small communities is clearly indi- 
cated by the industrial evolution of 
recent years and it fits like a piece of a 
picture-puzzle into the plan above 
outlined for adding ballast to our in- 
dustrial ship. Subsistence farming and 
small local industries can be made to 
fit like hand and glove. And the in- 
dustries need not be very small, either. 
They can vary all the way from 
shops employing a hundred men to 
thoseemployingathousand. A factory 
worker can subsist on a vegetable-hen- 
pig-and-cow basis if four or five acres 
of land are available. Clearly, there- 
fore, with modern roads and methods 
of transportation, factories of con- 
siderable size would not be handicapped 
by undue dispersion of their labor. 

I have suggested the dispersion or, 
if you please, the disintegration of 
industry, for two reasons: first, because 
I think that our national enthusiasm 
for organization has carried integration 
far beyond the point of diminishing 
returns and, second, because I think 
that if skillfully planned and wisely 
directed it would increase the stability 
of our industrial structure by lowering 
its center of gravity. This is neither 
a “back to the land’? movement, 
which would lower the standard of 














sur working classes—it would 

in fact to raise the standard—nor 

it a return to small-scale operation 

f industry dictated by sympathy for 

the small but inefficient producers and 

distributors. My point is that we 

have often worshipped the god of size 

at the expense of efficiency, and that 

this type of idolatry is expensive and 
economically impious. 

But the whole movement will need 
careful planning. The hasty  im- 
provisations which have _ character- 
ized, perhaps of necessity, the National 
Recovery Administration and the Agri- 
cultural Adjustment Administration 
will not do. We have passed through 
a generation of promiscuous integra- 
tion which has ended in a costly col- 
lapse. If the next generation is to 
undertake the work of disintegration, 
let it at least heed the warning of ex- 
perience and make hasteslowly. “The 
longest way round is the shortest way 
home.”’ 

The first problem needing study is 
the point of maximum efficiency. If 
smaller units are the objective we must 
first determine the controlling factors. 
Some of out great mills, for example, 
were built on the theory that minimum 
cost of production was controlling, 
apparently overlooking the fact that 
fixed charges are a major cost, and 
that if a sure market is not available 
for the whole output these fixed 
charges will become a crushing bur- 
den. Some now believe that mini- 
mum cost and maximum efficiency in 
marketing rather than in theoretical 
production cost is the acid test. If 
so, the size of new industrial units will 
be determined by the market experts. 

And there is another factor in a sound 
decision of this problem which has 
too often been overlooked. Industrial 
executives and engineers take scru- 


HARVARD BUSINESS REVIEW 


pulous care of their buildings 
machinery in order to minimize depr 
ation, but they commonly disreg 
wear and tear on their emp! 
The result has been that the 
valuable asset of the nation, 

the body of trained workers, has ¢ 
generated. Of all industrial was; 
this is the most serious and it car 
longer be disregarded. With a 
lation tending to become stati 
and with all the new scientific kn 
edge now available, the welfar 
the wage earner is today our ma 
industrial problem. ‘Those wh 
tempt to disregard it in the future 
be pulverized by the recoil. 

In any discussion of the decentr 
zation of industry some timid 
sure to raise the question of the | 
destruction of existing capital w 
such a movement would involve. 
is undeniable. Many billions of « 
ing investments will be destroy« 
will have to be written off. But 
need not be unduly alarmed. I 


new and smaller units will 


| 


higher overall efficiency than tl 
units, the value of the old unit 
already disappeared. We are 


As Professor Ames pointed out 
paper on ‘‘Progress and Prosperit 
this is what has always happened a! 
is what we really want.? Wher 
and better way of doing anything 
been discovered, to delay its ad 
is to prevent progress. Our 
history is a record of destructior 
wealth in order to become weal 
The remarkable increase o! 
in this country after each pe! 
depression merely reflects this 
in action. Depression forces a 
* “Progress and Prosperity: A Suggeste: 
by Adelbert Ames, Jr., January, 1932. (P 
a Supplement to the Dartmouth Alumni M 
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uildings 
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mize depr 
ily disreg 


ind 





eaper and better methods of 
n and distribution. Our gen- 
this in the past has been 
it fails us now we are 
senile. It is true that the 
has become more complex, 
ilso true that we have better 
with which to attack it. 
ind invention were never so 
they are today. Communi- 
1 education have made all 


ing 
If 


ledge in the world immediately 


LO US. 


y , . 
Conclusion 


ng blocks the road to a great 


- except our refusal to take the 


necessary to Our OWN pros- 
[t is a melancholy fact that 
ion and all the nations of 
ive during the last fifteen 

the satisfaction of blind 
ihead of their own self-inter- 

Treaty of Versailles and 

methods used to enforce 
lefinitely prevented recovery 
The handling of the prob- 
bts and tariffs both in 
and in Europe has been 


y blind emotion instead of 
self-interest, and has been 
ctor in producing the depres- 
which the world suffers. 
ition still remains the major 
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obstacle to recovery, but signs are 


beginning to appear on the horizon 
that controlled intelligence may again 
take command. 

If we can only get it into our heads, 
after the ship has lain on her beam- 
ends for three years, during which 
many of the sails have been blown from 
the bolt-ropes, that what we need is 
more ballast, better planning of sail 
area, and more intelligent control alow 
and aloft, we need not despair. Our 
problems, many of which are not even 
touched on here, need careful study. 
My thesis is that hasty improvisation 
of a jury-rig is to be avoided; that 
intelligence must take the place of 
emotion, and that we must show 
patience and fortitude. The present 
touchiness of the Administration, when- 
ever constructive criticism is offered, 
must give way to a more open-minded 
attitude. Every allowance should, of 
course, be made for the political difh- 
culties of the situation. ‘The nation 
has hardly as yet recovered its morale. 
It is still in a highly emotional condition 
bordering on hysteria. But this phase 
will pass, and if the calm intelligence 
of the nation can be brought to bear 
on its problems, they can be solved. 
I deny the assertion of a distinguished 
author that ‘“‘events have taken charge 
and are past the power of man to 


9 
control. 








GENERAL SALES AND TURNOVER TAXES— 
PRESENT LEGISLATIVE STATUS 
By B. U. RATCHFORD 


HILE the Federal Government The second factor in the situa: 

has been, in recent years, the is the serious weakness of many 

center of attention in its efforts revenue systems, due in part t 
to balance the budget, the various nature of the taxes levied. For map 
states have had fiscal problems of years there has been a growing te; 
no small proportions. Many of these ency for state governments to 
problems, while not so large, have the field of property taxation t 
been fully as difficult as those of the governments and to raise revenue fror 
National Government. Not for fifty income, inheritance and business ta) 
vears have state legislatures been so and other similar levies, all of wi 
generally beset with serious financial are peculiarly susceptible to varying 
problems as during the year 1933. business conditions. In the present 
While each state has its own particular crisis this policy has left the st 
troubles, we can discern at least three seriously deficient in revenue. T 
fundamental factors, all interrelated, states, however, which have depended 
which have brought most of the states more heavily upon property taxes h: 
fared little better, for property 
se — ; : have been so seriously overworked 
Fiscal Problems Confronting the States oca} governments that thei 


to grief. 


The first of these is heavy in- has amounted to a collapse. 
debtedness on the part of state and The third important factor has | 
local governments. Thisindebtedness, the general financial breakdown 
standing at about nineteen and a_ local governments. ‘This has bee! 
quarter billion dollars, is almost exactly tended by an intense pressure 
twice as large as it was a decade ago! state governments to assume, or hea\ 
and has played havoc with state and to subsidize, certain essential funct 
local budgets. At atime when drastic formerly financed by local govern 
reductions in budgets are imperative, ments, particularly education, unem- 
the requirements for debt service have ployment relief and local highwa 
defied all efforts at reduction and have maintenance. In this way, the 
often risen because of current deficits. have found that at a time when tl 
This has meant that other sections of financial troubles were greatest, 
the budgets have had to bear the necessary functions were increased 
brunt of economies. When the financ- Confronted by this crisis, stat 
ing of essential governmental functions latures which convened in 1933 
is impaired by rising fixed charges and a problem which challenged thei 
declining revenues, a crisis of the first ties to the limit. Much was 
the way of reducing expenditures 

‘Clark. Evans. The Interac Debts of the United VER with this reduction new Tr 
Section Naw Vouk: Mecutiion Co... tats. 0. 206. had to be found. Finance « 


























order is precipitated. 
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cast about desperately to 
not yet overworked which 
mise some stability of yield 
trying times. The result was 
y turned in large numbers 
the sales tax, a tax not yet 
y incorporated into our revenue 
ms and one which had been tried 
t months in 1932 by Mississippi 
nd to produce results better 
riginal estimates.2? West Vir- 
ilso, had used a form of the sales 
more than ten years with 
ory results, although the char- 
f this tax is such that it does not 
blems typical of the ordinary 
Previously the lawmakers 
ided the sales tax because of its 
nced defects. It is distinctly 
-in nature, and there had not 
igh experience with it in this 
to prove that the difficult 
of administration could be 
y handled. But after the lim- 
perience of West Virginia and 
sippi had shown that the ad- 
tive problem was not an insur- 
ble barrier, many legislators 
lling to sink other objections 
to gain the additional and 
ratively stable revenue which 
tax promised. 
tendency is shown by. the fact 
ring 1933 upwards of 80 bills, 
ng general sales, gross-income 
taxes of a similar nature, 
ntroduced into the legislatures 
32 states. ‘To date, 17 of these bills 
into laws in I4 
other tax in 


' 


been enacted 
Probably no 


’s General Sales Tax,” Bulletin of the 
Mississippi, January, 1933. 
na and Illinois, sales-tax laws were enacted 
> after the original laws had been held 
> courts. In Oklahoma a second law 
perseding the first law before it went 
he Oregon legislature enacted a sales- 
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recent years has spread so rapidly, with 
the exception of the gasoline tax. ‘The 
majority of these laws were in effect 
by July, 1933, and other states are 
now watching with keen interest the 
outcome of this new venture in taxa- 


tion. If the new taxes prove even 
fairly successful, we may expect a 
veritable flood of similar ones this 


year. It is true that most of the 
present laws are labeled as emergency 
measures, and purport to be strictly 
temporary in extent, but no one who 
is familiar with financial legislation will 
expect to see this new source of revenue 
relinquished if it proves workable. 

The purpose of this study is to 
analyze the various sales and turnover 
taxes of a general nature now in effect 
in the different American states.‘ In 
order to make the survey complete, 
there have been included certain taxes, 
some of which have been in effect 
for several years, which have not 
generally been considered as sales taxes. 
These have been included because 
they are measured directly by sales or 
volume of business. 

General Nature of Sales-tax Laws 

In the accompanying table, 21 states 
are listed as having sales or turnover 
taxes of some description. For con- 
venience, these may be classified as 
shown in Table I (p. 233). 

The Connecticut gross-income tax, 


levied since 1921, applies only to 
y) Ppp : 





tax law which was later defeated in a popular 
referendum. 

‘This article deals only with the legislative status 
of the sales tax. The economic phases of the sales 
tax have been discussed by Buehler, Alfred G., ‘“*The 
General Sales Tax in the Fiscal System,” 1x HARVARD 
BUSINESS REVIEW 3, April, 1931, p. 348; and Willem- 
sen, A. C., “Operating Aspects of the Retail Sales 
Tax,” XI HARVARD BUSINESS REVIEW I, October, 
1932, p. 107. For the Australian experience, see 
Mills, R. C., “‘The Australian Situation,” x1 HAR- 
VARD BUSINESS REVIEW 2, January, 1933, p. 219. 
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unincorporated business units and was 
designed to counterbalance the state 
corporation-income tax. ‘This method 
seemed necessary since many of the 
small units did not keep records neces- 
sary for the accurate computation of a 
net-income tax. ‘The rates of approxi- 
mately 49 of 1% for retailers and 
manufacturers, and M49 of 1% for 
wholesalers, are quite low, and it is 
estimated that under them an unin- 


TasBLe I. Forms or RETAIL-SALES OR TURNOVER 




















TAXES 
Retail-sales Modified Retail- Gross-income 
Taxes sales Taxes Taxes 

California Arizona Indiana 
Illinois Mississippi South Dakota 
Michigan North Dakota Washington 
New York West Virginia 
North Carolina 
Oklahoma 
Utah 
Chain-store 

Taxes License Taxes Special Tax 
Kentucky Delaware Connecticut 
New Mexico Pennsylvania 
Vermont Virginia 


corporated unit will usually pay less 
tax than a corporation if reasonable 
profits are realized.’ Collections of 
this tax have averaged slightly more 
than half a million dollars per year 
since 1923. 

The taxes levied by Delaware, Penn- 
sylvania and Virginia are license taxes 
of long standing. Delaware first levied 
the license tax on gross receipts of 
manufacturers in 1915. In 1917 and 
1919 the law was amended to tax the 
gross purchases of merchants. ‘The 
Pennsylvania tax, first levied in 1899, 
levies a tax on all retail and wholesale 
merchants except dealers in meats. 
Dealers on any exchange or board of 
trade pay 25 cents per $1,000 of goods 
sold. The Virginia law, first enacted 
in 1914, levies a tax on all merchants, 
5 State of Connecticut, Taxation Document No. 224, 
1931, PP. 3-4: 
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measured by gross purchases.® This license, excise, occupational or « 
tax is levied “ . . . in lieu of all taxes tion license taxes; in Vermont the 
yr State purposes on the capital em- includes the above and also rea] 
ployed in said business.” In all of personal-property taxes paid to 
these taxes the rates are quite low, as governments, taxes on gasoline 
is shownin Chartl. BetweenOctober, in the business, and registration 
1929, and December, 1931, Georgia had for motor vehicles.? No independent 
a tax similar to the one found in’ merchant in Vermont should ever h, 
Pennsylvania, but it was allowed to. to pay a tax under this law! 
expire. The discrimination of these 
The chain-store taxes are really re- against chain stores is rather obvi 
tail-sales taxes in form, but are shaped and we may expect to see them 
in such a way as to levy a special tested with vigor. At the presen 
burden upon chain stores. This is writing the constitutionality of 
accomplished by defining the taxable Kentucky law is being tested. I 
unit so as to include all the branches significant that the Kentucky legis 
of a chain in the particular state and _ ture recently defeated a true sales tay, 
then applying progressive rates. A with rates ranging from 1% to 2‘ 
large lower bracket, designed to include Among the sales and gross-in 
most independent merchants, is either taxes, it is very difficult to 
taxed very lightly or exempted com- dividing lines except on more 
pletely. In Kentucky the rate is 49 arbitrary principles. These taxes 
of 1% on gross sales up to $400,000; widely in scope, and each on 
thereafter, the rate progresses rapidly from every other one in this rest 
up to 1% on all sales above $1,000,000. These differences are so intricate 
New Mexico levies the tax in flatsums, so subtle that the taxes, as regard 
beginning at $10 on sales of $3,000 their scope, tend to merge i 
or less and progressing to $1,950 on another. The extremes, probably, a 
sales between $300,000 and $400,000; represented by Indiana and 
above the latter sum, the rate is $25 Dakota on the one hand, and 
per $1,000, or 214%. The Vermont California and North Carolina « 
law exempts those having gross sales other. Indiana and South Dakota 
below $50,000 by starting the rates at gross-income taxes upon all receiver 
lg of 1% on sales between $50,000 of income and grant few exemptio! 
and $100,000; the rate then progresses, California and North Carolina 
by nine brackets, to the point where the tax, in the main, to those 
all sales above $2,000,000 are taxed 4%. engaged in the business of s 
As a still further aid to the independent tangible personal property at 
merchant, Kentucky and Vermont al- These seem to be the distinguish 


low certain other taxes to be deducted features of the two groups; nan 


t 
{ 


url 
VV 


hal 


as a credit against this special tax. the taxing of gross incomes in 
In Kentucky the law specifies special and the taxing of retail sales of tang 


personal property in the other 
6 For copies of these laws see: Delaware, Delaware : 

Code, 1915, Title 3, Ch. 6, Secs. 159-61; Laws, 1917, 
Ch. 11; Laws, 1919, Ch. 23; Pennsylvania, Act of 7See: Kentucky, Act of March 17, 19 
J /. 
} 


uly s, 1919, P.L. 963; Virginia, The Tax Code of Mexico, Senate Bill No. 124, 1933; 
Virginia, Sec. 188 March 25, 1933. 
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INJ AL 


are many variations from these 
emes. In the gross-income 
tendency is to confine taxa- 
ross business incomes by 
salaries and wages. Only 

South Dakota tax these 
. but South Dakota has even 
ras to make the rate on them 

Both Washington and 


Virginia exempt wages and sal- 


the farming class from the 
former state by reason of a 
rs veto which also exempted 
m professional services. ‘The 
this group define gross income 
e, among other things, proceeds 
sale of both real and tangible 
property, while Indiana in- 
tangibles.® 
other extreme we have those 
h center their taxes mainly 
retail sale of tangible personal 
Here again, however, there 
1m} variations. California, 
n, North Carolina and Illinois 
those persons engaged in the 
selling such property at 
In the latter state, the sale 
is, by administrative ruling,® 
nder the Act, while in North 
uch sales are excluded by 
ment that the tax does not 
the business of produc- 
ifacturing, mixing, blending 
sing any articles of commerce 
shall apply to the extent 
| are bought and sold 
ibstantially the same form.”’”” 
rnia law specifically covers 


f meals. In New York, 


ese laws see: Indiana, Acts, 1933, 
lakota, Laws, 1933, Ch. 184; Wash- 
3, Ch. 191; West Virginia, *‘ Revenue 

f May 26, 1933. 

t the Department of Finance, June 
Rule No. 12. 

” 1933, Schedule E, Sec. 404, 


Oklahoma and Utah the tax is upon 
all retail sales of tangible personal 
property, regardless of who does the 
selling. Michigan taxes the sale of 
gas and electricity, while Oklahoma 
includes amusements, electricity, gas, 
telephone and telegraph service, “serv- 
ice in radiocasting,’” and meals. ‘The 
Utah law includes meals, gas, elec- 
tricity, and admission tickets, and 
specifies that the lease of any article, 
the sale of which is taxable, shall be 
taxed." 

The states of Arizona, Mississippi and 
North Dakota have taxes which do not 
fit well into any of the previous classi- 
fications. Mississippi levies the tax 
upon a great variety of manufacturers, 
utilities, professional men, and others, 
in some cases specifying that it is to 
be based upon proceeds of sales, and 
in others on gross income. By far 
the largest part of the tax, however, 
comes from the retail sale of tangible 
personal property. ‘The situation in 
Arizona is similar, except that the 
law is not so wide in its scope. The 
North Dakota tax is mainly upon 
the sale of tangible personal property, 
both retail and wholesale sales being 
covered, but the rates on wholesalers, 
l¢ to 4 of 1%, are comparatively 
low contrasted with the retail rate 
of 2%; in this state the tax covers 
also sales of professional services.’? 
It is evident that these taxes rest 
mainly upon retail sales, and if an 
absolute classification were required, 
they should be listed as retail-sales 
taxes. 


11 See: California, Statutes, 1933, Ch. 1020; Mich- 
igan, House Bill No. 184, 1933; New York, Laws, 
1933, Ch. 281; Oklahoma, House Bill No. 2, Special 
Session, 1933; Utah, “‘Emergency Revenue Act,” 
1933, House Bill No. 218. 

12 See: Arizona, Laws, 1st. Special Session, 1933, 
Ch. 17; Mississippi “‘Emergency Revenue Act 
1932’; North Dakota, Senate Bill No. 315, 1933. 











Concepts of Sale and Income 

Since these taxes are upon sales and 
gross income, it is important that the 
laws should accurately and closely 
define these terms. Usually a “‘sale” 
is defined as any transaction of transfer, 
barter or exchange wherein title to 
goods passes or is to pass. Utah, as 
we have seen, taxes leases, and other 
states specify that leases wherein title 
will ultimately pass, and transactions 
whereby title to the property remains 
with the seller as security for payment, 
shall be considered as sales. ‘‘Selling 
price’ is usually defined in some such 
way as this: “‘consideration for a sale 
valued in money, whether received in 
money or otherwise, including cash, 
credits, services, and property of every 
kind or nature, without any deduction 
on account of the cost of the property 
sold, the costs of materials used, or 
service cost, or any other expense 
whatsoever.” The first Illinois law, 
however, taxed only cash receipts. 
The North Carolina law defines a sale 
as a transfer of title “ . . . for a mone- 
tary consideration,” but specifies that 
if second hand or used articles are 
taken in part payment, the full gross- 
sales price shall be reported; it is not 
clear whether this definition covers 
payments in securities, negotiable in- 
struments, and the like. As a general 
rule, time and credit sales must be 
included in the tax returns only as 
payments are received, but Oklahoma 
requires that the tax be paid on the 
full amount at the time of sale. 

The states which levy gross-income 
taxes usually employ a definition sim- 
ilar to the one used by Mississippi: 


‘““Gross income” means the gross re- 
ceipts of the taxpayer received as compen- 
sation for personal services and the gross 
receipts of the taxpayer derived from trade, 
business, commerce, or sales, and the value 
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proceeding or accruing from the sales 
tangible property (real or personal). 


service, or both, and all receipts by reaso, 
of the investment of the capital 


business engaged in, including interest. dic. 


count, rentals, royalties, fees or 
emoluments however designated, and wi 
out any deductions, 


Mississippi applies this definit; 
those concerns which are taxed on ¢ 
income. Indiana has broadened 
scope of the above by leaving out 
words “of the business engaged 
thus making the tax applicable t 
receipts from investments. 


Rates 


In respect to the rates of the tay 
states differ as much as they 
other features. In general, the ret 
sales taxes tend to have sim; 
structures, while the gross-incon 
usually have very complicated s) 
of rates. ‘The following states 
simple rate combinations: 
sales, Michigan levies 3%; Illinois, 2 
New York and Oklahoma, 1%. N 
Carolina taxes retailers 3%, an 
salers, 165 of 1%; while Utal 
uniform 2% upon all taxable 
except those of malted beverages, \ 
bear 5%. In North Carolina th 
mum tax on any single article ma} 
exceed $10. 

Among the gross-income taxes 
one levied by Indiana probably) 
the least involved rate structur 
that state all manufacturing, 0 
agriculture and wholesaling | 
ly of 1% of gross income, 
other incomes pay 1%. ‘The t 
of the other states in this grou} 
involved for presentation he 
rule, manufacturers and wh 
bear low rates, 14 of 1% being 
most generally used. Extracti 
dustries, especially gas and 
frequently taxed more heavil} 


























x from 4 of 1% up to 6%. 





f natural gas; in the case of 
rates, this tax partakes of the 
natural-resources or sever- 
Public utilities, in those 
they are taxed, usually 

1% to 4%, the former being 

st generally applied. ‘The 
tailers usually fall between 

* with 2% as the most used 
South Dakota applies progres- 
) gross incomes in the forms 
and wages. ‘The rates are: 
ip to $2,000, 1%; $2,000 
1g %; over $5,000, 2%. Wash- 
ies the unusually high rate 
e gross income of societies of 













mposers and publishers. 





Exemptions 





to make the taxes more 
to simplify their administra- 
comply with federal and 
titutional limitations, the 
states have granted various 
These exemptions may 
lly listed in the statute or 
be implied in the statement 
pe of the law. We may 
at least four forms which 
tions take: (1) certain persons 
ations, (2) certain transac- 
certain commodities, and (4) 
f sales or gross income. In 
tes two or more of these forms 
example, New York uses 
In passing, it may be 
it while some exemptions 
ify the administration of the 
may seriously complicate 
cases where certain 
ties are exempted and mer- 
ist keep separate sales records 
claim the exemption. 
who sell their own produce 
those most generally excused 
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from the taxes. An examination of 
the laws would indicate that they are 
taxed in only five states: Illinois, 
Indiana, Oklahoma, South Dakota and 
Utah. The exemption of farmers in 
the first Illinois law was one point on 
which the courts declared the tax 
invalid, so it was not included in the 
second law. In New York there is no 
specific mention of farmers, but prac- 
tically they escape the tax because of a 
large lump-sum exemption and the 
exclusion of a long list of foodstuffs. 
Insurance companies which pay special 
taxes On premiums are exempted from 
all taxes which would otherwise apply 
to them. Five states—Indiana, Mis- 
sissippi, South Dakota, Washington 
and West Virginia—specifically exempt 
mutual, charitable, nonprofit and other 
similar organizations. In most of the 
other states these organizations would 
not normally be taxed. 

Isolated sales by those not engaged 
in the business of selling are excluded in 
Illinois and Michigan by specific pro- 
vision, and in Arizona, California and 
North Carolina by definition. To a 
considerable extent, the same result is 
achieved in New York by the large 
lump-sum exemption. Arizona, _Illi- 
nois and Indiana exclude sales to 
the United States Government; Mis- 
sissippi, New Mexico, North Dakota 
and Washington go further by exempt- 
ing also sales to the particular state 
government in question and all its de- 
partments and institutions; Michigan, 
North Carolina and Utah exempt sales 
to all governmental units and their 
institutions. ‘The New York law does 
not tax sales to the state and local gov- 
ernments. On the other hand, South 
Dakota not only refuses to exempt such 
sales, but also requires that state and 
local governments shall deduct the 
tax before making final settlement for 

















any purchase or contract, even though 
the other party is not a resident of the 
state.'* It is possible that the appli- 
cation of this provision might raise a 
dificult question of constitutional law. 
Arizona, Illinois, Indiana and Washing- 
ton have specifically exempted sales 
in interstate commerce, while most of 
the other states have included in their 
laws a general provision on the same 
subject, which states, in effect, that 
the tax does not apply to sales or 
receipts upon which this state 
is by virtue of the provisions of the 
Constitution of the United States or 
otherwise, without power to impose a 
tax.”'4 Oklahoma exempts sales by 
the state and local governments. 
Those states which levy gross-income 
taxes have faced a difficult problem 
between capital 
In general, they 


in drawing a line 
receipts and income. 
exempt gifts and bequests, the redemp- 
tion of notes and bonds, the payment 
of life insurance claims at death, the 
payment of annuities and cash values 
of policies up to the amount of pre- 
miums paid, the raising of capital 
by a business unit, and other similar 
items. But beyond such clear cases 
there is no uniformity, and in some 
cases the administrative rulings which 
prevail show no justifiable basis. For 
instance, in Indiana the proceeds of 
accident policies due to death and the 
proceeds of property-insurance policies 
which are used to replace the property 
are exempt; otherwise, they are not. 
Rulings in regard to margin trading, sales 
of notes to a third party, and expense 
accounts show similar inconsistencies." 

Various commodities are exempted 


in the different states. Arizona, Cali- 


’ Laws, 1933, Ch. 184, Sec. 7. 
14 Lae f New York, 1933, Sec. 390 (b). 
5“*Information Bulletin,’’ Indiana Gross Income 
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fornia, New Mexico, New York. N 
Carolina, Oklahoma and Utah exems: 
motor fuels. In this respect Illinois 
had the same unfortunate experier 
as with farm produce, and as 
sult motor fuels are now 
that state. Vermont, Mississippj an; 
South Dakota exclude from gro 
come the tax on motor fuels, an 
states exclude 
taxes on tobacco. In 
the sale of any commodity 
bears a special tax is exempt; Mississip; 
does not tax the sale of cotton, cottoy 
school textbooks: the Nor 
Carolina law excludes textbooks 
commercial fertilizers; California 
empts gas, electricity, water and 
manufactured gold when sold 
producer or refiner. 

New York and North Carolina 
tried to correct the regressiv 
of the tax, in some measure, by | 
ing that the sale of 
foodstuffs shall not be taxed. TheN 
York list includes cereals, milk, m 
fish, eggs, 
and coffee substitutes, tea, coc 
their products (except candy and 


last two also 5; 


some 


seed or 


certain 


vegetables, sugar, 


fectionery), fruits, spices and 
The North Carolina list is 
stricted, covering only flour, 


meat, lard, milk, molasses, salt, s 
and coffee, with none of their pr 
included. In New York, the exemp 
tion can be claimed only if the | 
is sold for human consumpt! 
in North Carolina there are 
fications. ‘These exemptions ar 
mendable in that they serve 
the weight of the tax on thos 


y i 


16 Arizona and California legislators t 
this fact by putting the exemption 
section and stating: . . this sect 
declared separable from all other 
act. .. . Should this section for a 
declared invalid, the 
main in full force and effect... 


remainder of t 











mes, but they seriously com- 
administrative problem and 
the possibility of evasion. 


rnia, state agencies may obtain 


the taxes paid on foodstuffs 
1 to the poor. 


mp-sum exemptions are com- 


simple. Delaware grants 


mption of $1,000 to widows 


on business in their own 


ss income to the extent of 


exempt in Indiana, while 


pi allows $1,200 of gross sales 


to go tax free. Michigan 


t tax the first $50 of sales in any 


total of $600 per year. 
has the highest absolute ex- 
since no tax is collected on 


es below $50,000 per year. 


is quite liberal, with an 
of $5,000 per year. ‘This 


however, vanishes or disap- 


direct proportion as total 


above $5,000; 1.¢., for every 
at total sales exceed $5,000 


ption declines by a dollar, 


hen total sales reach $10,000 


there is no exemption. In 


Virginia and Washington, the 


are stated in terms of the 


is, West Virginia business 
permitted to deduct $25 from 


originally calculated; while 
ons are allowed $6, and 


persons, $10, with an addi- 


for each dependent, up to 
of $24. The Washington 
les that no person shall be 
file a return or pay a tax 
tax shall amount to $5 or 


ne year. 


ministrative Provisions 
administrative features the 
are more uniform than 
er respect. In almost every 
greater part of the law 
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is taken up with provisions for assessing 
and collecting the tax. All of the 
taxes except those of Delaware and 
Pennsylvania are administered by state 
bodies. The laws prescribe that tax- 
payers shall make returns and pay the 
taxes to these bodies either monthly 
or quarterly; in a few instances where 
rates are low the payment is semiannual 
or annual. In almost every case the 
taxpayer may pay quarterly or an- 
nually, instead of monthly or quarterly, 
if the amount of the tax is below a 
stated minimum, such as $10. ‘The 
laws uniformly provide that taxpayers 
shall keep such records as are necessary 
for the accurate determination of the 
tax, and that such records shall be 
preserved for from two to three years. 
The usual procedure is prescribed for 
the hearing of complaints, appeals, 
and the use of legal force to collect 
the tax. State administrative officers 
may usually, in case of failure or 
neglect to make returns, assess the 
tax according to the best information 
they can obtain. 

In several states, particularly Ari- 
zona, California, Illinois, New York 
and North Carolina, merchants are 
prohibited from advertising that they 
absorb the tax or that the tax is not 
considered as an element in the prices 
put upon goods. In the latter state 
a special act gives the Commissioner 
of Revenue power to prescribe and 
enforce uniform schedules by which 
the tax shall be shifted to consumers. 
After one month’s experience with a 
system of four schedules, one of which 
applied to any given unit according 
to the average size of its sales, one 
schedule for all units was promulgated. 
Since this schedule is typical of those 
used with general retail-sales taxes, 
it is given here. On sales below Io 
cents, no tax is collected; on sales 
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from 10 cents to 35 cents, the tax is one 
cent; Irom 36 cents to 70 cents, two 
cents; from 71 cents to $1.05, three 
cents; thereafter, the tax is 3% of the 
sale, “* . .. fractions to be governed 
by major fractions.”” The tax must 


be computed upon the total sale, and 
not upon the items thereof. 
Merchants are required to display a 
placard, furnished by the state, which 
sets forth the above schedule. In 
North Dakota the 2% tax may be 
shifted only if it is stated separately 
on signs, tickets, tags and bills. 

The majority of the states’ use some 
form of the license system to aid in the 
In some 


separate 


enforcement of the tax laws. 
states the taxpayer is required to make 
a special application and pay a small 
fee for a license which is sent to him by 
the taxing authority, while in other 
considered to be auto- 
licensed when he files his 
Chart I shows which 

In Utah 
power to 


cases he is 
matically 
first tax return. 
system is used in each state. 
the Tax Commission has 
revoke a taxpayer’s license for viola- 
tion of the act, and such license may 
not be renewed for two years. In New 
York the Tax Commission is empow- 
ered to require the taxpayer to post a 
payment of the tax, 
New Mexico a considerable 
of the tax is collected in 
advance. California and Utah admin- 
istrative officers may, if they choose, 
prescribe the use of revenue stamps to 
aid in the collection of the tax. 


bond to insure 
while in 


portion 





Dispos ition of Proceeds 


The disposition which the states 
have made of the proceeds of these 
taxes indicates the emergency nature 
of the taxes and a desire to make the 
taxes more acceptable to the public by 
guaranteeing that they will be used to 
taxes. The latter ele- 


reduce other 
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ment is particularly noticeable jn +} 
states where the taxes were submitte; 
to a vote of the people. a 
proceeds have been used to aid edye.. 
tion and relief work and to reduc 
property-tax levies. 

In ten states—California, Delawa- 
Indiana, Mississippi, New York, No; 
Carolina, Pennsylvania, Virginia, \¢-. 
mont and Washington—the procee;; 
go into general funds. In North Cap. 
lina, however, a preamble to the 
states that the tax is levied in orde- 
to balance the budget in a supren 
emergency and as a _ substitute 
local property taxes for schools. 
consideration of heavy reductions 
the salaries of state employees, includ. 
ing school teachers, budget official 
are authorized to make limited 
creases in salaries if sufficient funds a: 
available. The Michigan tax is esti- 
mated to yield $31,700,000, whic! 
replace all state levies on 
except two small taxes for state instit 
tions. The above amount is 
distributed as follows: to th 
general fund, $19,000,000; fo! 
$12,000,000; to the university and 
college, $700,000; should there 
balance remaining, it would accru 
the public schools. In Utah, $500,000 
is appropriated for relief work, and t 
remainder goes into the general 
Connecticut returns one-half 
proceeds of its tax to counties 
the basis of population and retains ' 
other half in the general fund. 

Four states appropriate directly larg 
portions of the tax proceeds for ed 
tion. In Washington, the w! 
yield is paid into the current 
school fund. Oklahoma, after d 
ing 3% for administration, gives 
remainder to schools in these wa 
50% to counties for the reductio! 
school-property taxes, 17% to the st 


In general. tr 
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n fund, and 30% to counties 


sp ment of school debts. Pro- 
o2en, South Dakota tax must all 
to ai lirectly to reduce property 
- 50% 1s applied to schools. 
C t e per cent of the North 
la Tia is appropriated for the 
York. Now bond interest, and 25% 
irginia. V, school equalization fund. 
the sensei es of the tax are varied. 
North Ca; -an unconstitutional effort 
e to tl ty funds to local governments 
ted ~~ n relief or education at their 
: specifies that taxes accruing 


shall be 
reduce 


December 31, 1933, 


ibstitute ; 
thereafter, to 


| | 1. relief; 


SCNOOIS = 
aductins s on property. Arizona al- 
wee. taeed ¢ relief, 64% to the general 
lest aititd the state, and 21% to counties, 
Westin’ ta t isis of collections, to be used 
nt fund: tirement or to reduce county 
=" In Kentucky, one-half of the 
= to the Board of Charities 
o rections for permanent im- 
tats nts, and the other half goes 
’ | to liquidate the state debt. 
— Mexico has an unusual and 
plan whereby, after 10% 
—_ for administration, taxes 
tens: 1 having sales below $100,000 
a a are returned to the counties 
h P? ipalities in which the stores 
Me 1; taxes from larger stores are 
fabis ne-third to a state school fund, 
ali the state general fund, and 
nesiitis local governments, to be 
enealie r debt service and then for 
d. general funds. 
rectly ™e f rey la and Court Decis 10NS 
- tax of the kind under 
es which has been submitted 
sity ple was defeated in Oregon 
ssc eat 21, 1933, by a vote of nearly 
a . to one. The North Dakota law 
. eld up by referendum peti- 


| T ~ 74 
atch, July 22, 1933. 


the stat Press Dis} 
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tions and will be passed upon by the 
voters in June, 1934, unless a special 
election is called in the meantime.'® 

In two taxes have met 
reverses in the courts. ‘The first Ari- 
zona law held invalid on the 
ground that it had not received, in the 
legislature, the two-thirds majority 
quired by the state constitution for 
The first Il- 
void after a 


cases sales 


was 
re 


emergency legislation.” 
linois law was declared 
consideration of its merits. ‘There were 
three counts on which the court held 
that the law did not comply with the 
state constitution. One of these, which 
had no relation to the tax as such, was 
that the appropriation of the proceeds 
of the tax was improperly made. ‘The 
other two were that the tax violated the 
uniformity provisions of the state con- 
stitution by exempting the sale of farm 
produce when sold by the producer, 
and the motor The 
arguments of the court on these two 
points are not entirely convincing. 
The tax was levied upon those engaged 
in the business of selling tangible per- 
sonal property. ‘The court itself said 
that the tax was not upon property or 
upon the purchase of property, but 
upon an occupation. ‘This being true, 
it is difficult to see, as a dissenting 
justice pointed out, how the law would 
have applied to farmers selling their 
own produce, even if the law had not 
specifically exempted them. On the 
other count, the court admitted that 
motor fuels were already bearing a tax 
heavier than this one, but it insisted 
that the former tax upon the 
consumer for the privilege of using the 
highways, while this was an occupation 
tax upon the seller. The dissenting 
justice replied by pointing out that 


sale of fuels. 


was 


18 Personal letter from Tax Commissioner of North 
Dakota. 


1 The Ne York Times. Mav 14, 1933, Sec. 4, p. 7. 
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ince this was a tax upon an occupa- 
on, the uniformity provisions of the 
onstitution could not be violated by 
the exemption of commodities.2° This 
ase, however, is not a satisfactory one 
xr determining the constitutional basis 


I a Sales tax. 


[It is probable that we have seen 
beginning of a new and 
important form of taxation by the 
\merican states. It is true that two 
f these laws are due to expire in 1934, 
nd that eight others will terminate in 
1935, but it is quite probable that most 
f them will be reenacted, perhaps 


with modifications. ‘These taxes repre- 


sent a desperate effort by the st 


include in their revenue systems 
element of stability during per; 
economic stress. ‘The first require: 


of a revenue system is that 


adequate revenue. In _ gaining 


end, legislative bodies may 
other desirable characteristi 
situation illustrates forcefull; 
that those taxes which conf 
closely to our present ideal 
to pay are the ones which 


most widely in their yield. In 
to offset the effects of such fluctuat 


at the present time, the sales 
called into service. ‘The lengt 
extent of its use will probat 
determined by its yield rather 
considerations of its fairness. 
































HARVARD 
BUSINESS 
REVIEW 


Articles Selected and Edited by the Student Editorial 
Board of the Harvard Business Review 


freezing and the Perishable Food Problem............. 


E. D. FOSTER 


\fanufacturer’s Problem of Returned Merchandise.......... 


J. L. BROCK 


STUDENT EDITORIAL BOARD 


MON H. GILBERT 


(natirman 


(G. ADAMS 


BARKER 


ARR 


W. CONRAD 
E K. FUNSTON 


|. GOODMAN 


Executive Committee 


Joun B. Isaacs ARTHUR E. ALLEN, JR 
RONALD H. ROBNETT Secretary 


RoBert E. GORTON Epwin L. Morris 

M. WHITNEY GREENE NATHAN W. PEARSON 
A. H. HoBLey DONALD PERKINS 
WALTER A. HOLT SANFORD J. ROSE 
DEAN C. JENKINS GeorGE A. SMITH, JR 
BasiIL LIVINGSTON ALFRED E. STACEY, 3RD 
Josepu L. D. MIsIORA 

















oS 


FOOD PROBLEM 


aid that three-fourths of 
’s food supply 
as perishable, that about 
is spent annually in the 
tates for perishable foods, and 
$2.5 billion is a reasonable 
f the value of perishable foods 
wasted, the annual spoil- 
stores alone being appraised 
a billion dollars.? 


The opinions or assertions con- 
he private ones of the writer and 
nstrued as official or reflecting the forward step in the solution 


perishable food problem. ‘The purpose 
of this paper is to review the progress 
made by quick-freezing and to point out 
its future possibilities in the solution of 


Department or the Naval Service 
article written during the early 
k-freezing process, see Shepard, 
k-freezing Process and the Distri- 
able Foods,” vir HARVARD BUSI- 
April, 1930, p. 339. 
ministration Magazine, July 25, 1932. 


By E. 


may be 


). FOSTER! 


— 


QUICK-FREEZING AND THE PERISHABLE 


It is easily realizable that a process 
which promises to afford a solution to 
such an enormous annual economic loss 
is one which merits serious and thought- 
ful consideration. ‘The obvious avenue 
of approach is to endeavor to make 
perishable foods imperishable from the 
time they are picked, slaughtered or 
caught until they reach the ultimate 


consumer. Recent developments in 
the quick-freezing field are based upon 


this problem. 
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this fundamental, simple concept and 
are, therefore, believed to contribute a 


of our 
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The Evolution of Quick-freezing 

Preservation of perishable foods by 
cold is not new. The Chinese used ice 
and snow for food preservation as early 
as 500 B.C. The ancient East Indians, 
I;gyptians and Greeks discovered it was 
possible to make ice for this purpose in 
shallow earthenware vessels exposed to 
the dry breezes of the desert. It was 
not until the middle of the 19th cen- 
tury, however, that transportation and 
storage facilities, increased by the tend- 
ency toward urbanization and the 
constantly improved standards of liv- 
ing, expanded sufficiently to justify 
any extensive use of natural ice for the 
preservation of perishable foods. 

In 1865, a mixture of natural ice 
and salt was first commercially em- 
ployed for food preservation purposes. 
This freezing process was supplemented 
by ammonia refrigeration as early as 
1890. Since then, various mechanical 
freezing processes have been perfected. 
The products to be frozen have ordi- 
narily been placed on racks in very 
cold rooms and frozen by contact with 
the cold air, which is a relatively poor 
thermal conductor. ‘The usual method 
employed was to utilize temperatures 
as low as minus 20° F., which took any- 
where from six to seventy-two hours to 
freeze the products, depending upon 
their bulk. This method is known as 
‘“‘sharp-freezing,’’* and at the present 
time more than 90% of all frozen meat 
and fish is so frozen. 

As more efficient sharp-freezing 
methods were developed, more and 
more rapid freezing of the product was 
made This probably 
due to the fact that the early patentees 


possible. was 


recognized the operating economies of 


a= 
>The terms “‘sharp-freezing”’ and “‘slow-freezing 
rt 
are synonymous, the former being used in industry 


and by scientists and technicians, the latter by the 


layman. 








HARVARD BUSINESS REVIEW 






































reasonably rapid freezing. The cop, 
parative effects upon the product ; 
sharp-freezing and of very much mo; 
rapid freezing were not then unde 
stood. The histological techni, 
which made possible an accurate stydy 
of these comparisons was not worke. 
out until 1907.4 A much more cop 
prehensive study along these lines wa 
completed in 1916 by Plank, Ehrep. 
baum and Reuter. Since that time oy; 
chemical and biological knowledge of 
the effects of very rapid freezing hag 
advanced to the point where we cag 
understand its benefits, and the term 
*“‘quick-freezing”’ has come to be ap- 
plied to this accelerated freezing proc. 
ess. In other words, the | 
difference between sharp-freezing and 
quick-freezing processes is in the rate 
of speed with which the product 
frozen. Quick-freezing implies very 
rapid and severe freezing at ver) 
temperatures. 


essen 


Technical Advantages of Quick-free: 

over Sharp-freezing for Flesh a 

Vegetable Products 

Animal tissues are made up of nun 
ous minute cells which are filled witha 
semiliquid protein gel. ‘This gel 
tains a large percentage of wate! 
which are dissolved appreciable quant 
ties of such common salts as sod 
calcium, potassium and magnesiu! 
Water in which these salts are 
solved does not freeze homogeneous) 
in the cells when the product is s! 
frozen. Instead, fresh-water ice begit 
to crystallize out of the cellular 
intercellular tissues when the temper 
ature is lowered to about 31° F.; and, 4 
the temperature is still further loweres, 
more and more water crystallizes 


ice, leaving ever more concentrate 


4 


4 Richardson, W. D., and Scherubel, E. }., Amer 
Chemical Society, 30, 1515-64 (1908). 
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crystal formation” rang- 
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ximately 75% of the total 
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The elastic flesh tissues are probably 
stretched just enough for this purpose 
by the microscopic crystal formation 
without incurring rupture of the tissues 
themselves. ‘This degree of tenderness 
can otherwise be attained only by per- 
mitting the meat to “‘ripen”’ for long 
periods before freezing, which would 
result in undesirable discoloration, 
desiccation and oxidation. ‘Thus, ag- 
ing the meat would of course make it 
more susceptible to bacterial decom- 
position, as ripening always involves a 
race between the bacteria which cause 
decomposition and the enzymic action 
which facilitates tendering. 
Quick-freezing is held to be just as 
applicable to the preservation of fruits 
and vegetables as it is to flesh products, 
though the chemical and physical as- 
pects are somewhat different. Anima! 
cells are elastic, whereas plant cells are 
inelastic. Freezing,even though quick, 
does more or less break down the 
structure of plant cells. When fruits 
and vegetables are sharp-frozen, com- 
plete precipitation of the colloidal gel 
results, causing a separation of the 
solids and liquids. Upon defrosting, 
great leakage occurs, and the product 
assumes a dry and unnatural flavor. 
When fruits and vegetables are quick- 
frozen, however, instead of a complete 
precipitation of the colloidal gel, coagu- 
lation takes place, which is more or less 
a stiffening of the semiliquid contained 
in the cell. Upon defrosting, much less 
leakage occurs than in sharp-freezing. 
The faster the freezing process, the less 
is the separation between the solids and 
liquids. Quick-freezing of vegetables 
is even claimed to be beneficial, in that 
the softening of the cell tissues accom- 
plishes the same result as does cooking, 
thereby reducing the number of minutes 
required for cooking and at the same 
time preserving the natural flavor of 


| 
the product. 
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Birdseye Process 

Although there are several quick- 
freezing processes, such as the use of 
circulating air and of salt brine, the 
Birdseye process has come to dominate 
the field. From the information avail- 
able, Birdseye products in 1932 com- 
prised over 90% of the total volume of 
items quick-frozen in the United States. 
Quick-frozen foods, however, comprise 
only a small portion of the perishable 
foods consumed in the United States, 
the total values being estimated at $4 
million and $10 billion, respectively, 
for 1932. 

Birdseye Frosted Foods are estab- 
lished, however, and no revolutionary 
change in food distribution should be 
expected to occur overnight. Their 
initial sales campaign was launched in 
March, 1930, but was not pushed until 
the initial problems within a selected 
(Springfield, Mass.) were 
solved. ‘Thus far, only a quality prod- 
uct has been marketed, and to have 
attained an annual sales volume of $4 
million since March, 1930, in depression 
times, bespeaks well for the future of 
Frosted Foods. It is of more than 
passing interest to note that sales to 
customers of the institutional type have 
not been neglected. Early this year 
one week’s sales to these purchasers 
actually exceeded the total sales made 
through the 400 odd retail outlets. 

The Birdseye process is basically 
founded upon a much broader concept 
of the perishable food problem than its 
predecessors. It can best be summed 
up in Mr. Birdseye’s own words: “I 
envisaged quick-freezing not as a mere 
freezing process, but as a complete 
system of getting perishable foods, of 
all classes, from the producer to the 
consumer, by means of low temper- 
atures constantly applied.” It is to 
be noted that the inventor uses the 
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words “perishable foods of all classes” 
In other words, from the firs; 
planned to offer to the consumer . 
complete line of perishable foods, pre. 
served by cold from their source te te 
kitchen or table in their 
fresh, optimum condition. 
The first step in the solution of ¢h; 
problem was to develop an efficien: 
quick-freezing apparatus which y 
very rapidly pull the product through 
the zone of maximum crystal formatioy 
with a minimum of damage to th 
delicate ceil tissues. The Birdseye 
Double-belt Froster introduced the ide; 
of applying metal on two sides of the 
product which was to be frozen, thus 
effecting more rapid conduction and 
therefore quicker freezing. By this 
process neither the product nor the con- 
tainer in which it is packed comes int 
direct contact with the refrigerating 
medium. This permits the use 
refrigerating media which would other- 
wise harm the product by direct con- 
tact. These media are capable of 
maintaining much lower temperatures 
than can be attained by the use 
refrigerating media which would not 
damage or ruin the product by direct 
contact. The importance of main 
taining the relatively lower temper 
atures can better be appreciated when 
one realizes that the rate of transfer o! 
heat to the refrigerating medium from 
the product, other factors being equa, 
varies in direct proportion to the 
difference in temperature between the 
refrigerating medium and the product 
to be frozen. Since the Birdseye proc- 
ess enables the utilization of g 
thermal (metallic) conductors at tem 
peratures of from minus 40° F. 
minus 55° F., the product to be froze 
passes quickly through the zone 
maximum crystal formation with 
appreciable damage to its cell structur 


naturally 












































QUICK-FREEZING AND THE 


rhe same principle of rapid conduc- 
nis ¢ mbodied in the Birdseye Multi- 
ia Froster as that in the belt froster, 
RO ea hloride brine being used in the 
Ie froster and ammonia or other 
or liquids in the multiplate 
er, The multiplate froster, how- 
ever, has overcome two of the objec- 
‘onable features of the belt froster. 
The latter was a stationary machine of 
unit cost. The multiplate fixture 
ich less expensive to build and to 
rate; it is portable and can be 
rated wherever electricity and water 
available. These features serve 
luce the fixed investment which 
t be carried during the nonproduc- 
e season, enable the product to be 
n at its source and in its optimum 
ndition, and do away with the trans- 
tation charges of inedible and un- 
sary portions. 
haps the next logical step in 
z out the Birdseye concept was 
research. Quick-freezing and 
it cold storage alone will not 
the quick-frozen product is 
delivered to the consumer in the 
possible condition. Proper varie- 
sand qualities of raw materials must 
selected. For instance, the Birdseye 
strawberry product was the re- 
11,800 separate, experimental 
‘ages prepared in a portable labo- 
luring approximately 2,500 miles 
vel over a period of two years. 
ps have been followed from Florida 
\laine and from Louisiana to Michi- 
is well as on the Pacific Coast, to 
er just what varieties of each food 
ict are best suited to quick-freez- 
\t the same time, experiments 
been conducted to determine 
t treatment preparatory to freezing 
ices the best results. Pure brin- 
in the case of fish; a 
nd steam bath (blanching) has 
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been found to arrest enzymic action in 
the case of peas; in other cases appli- 
cations of citric acid, sulphur dioxide 
or sugar have been found desirable for 
best results. And with all of these 
experiments the use of ultra-violet rays 
has been substituted for old Father 
Time to produce accelerated aging, so 
that the results of the experiments 
could be accurately known within a 
reasonable time. 

Another integral part of the Birdseye 
concept is embodied in the packaging of 
the product. After all inedible or un- 
necessary portions are removed, the 
unfrozen product is wrapped in mois- 
ture-proof cellophane. It is then com- 
pactly fitted into a _ rectangular 
pasteboard package. This effects a 
considerable saving in volume occupied. 
It also simplifies the problem of sub- 
sequent packing, storage, shipping and 
merchandising. Before freezing, the 
outside of the package is wrapped in 
waxed glassine paper and this outside 
wrapping is heat-sealed. The mech- 
anism of the “frosters’’ causes no 
alteration in the original shape of the 
package, and the expansion of the 
product contained therein, due to freez- 
ing, merely serves better to fill up any 
air spaces within the package itself. 
These features reduce to a minimum 
the dangers from desiccation, oxidation, 
discoloration, heat-leakage, and _ bac- 
terial contamination, since the principal 
causes of trouble from such sources are 
the contact with air, the physical 
handling, the evaporation of volatile 
substances from exposed surfaces and 
the absorption of disagreeable odors 
from other substances. Shrinkage in 
weight under such conditions is, of 
course, negligible. 

The remaining links in the Birdseye 
chain may be classified under the 
heading of proper distribution from the 
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time of freezing to the point of con- 
ption. When the individual pack- 
res are completely frozen, they are 


packed in strong, dry, inexpensive, non- 
returnable, and _ heat-insulated con- 
tainers. Even when not kept in cold 


storage, these compactly packaged 
frozen products thaw very slowly. 
\Ir. Birdseye informs me that a 5o0- 
pound container of fish requires seven 
days to reach a temperature of 50° F. 
when held at a room temperature of 
60° F., at which time the fish is still 
perfectly fresh. 

These containers must of course be 
successfully stowed at low temperatures 
for long periods. Proper refrigeration 
for safe transportation, warehousing, 
and retail-store delivery, as well as 
retail handling, must be _ provided. 
Adequate facilities for suitable storage 
and transportation are available in the 
form of refrigerated warehouses at dis- 
tribution centers, and refrigerated rail- 
way cars and motor trucks. Retail 
handling, however, has called for special 
low temperature storage and display 
cases not heretofore used. ‘The Birds- 
eye product is not sold to any retailer 
who does not provide himself with 
refrigerated cases on the approved list 
capable of maintaining temperatures of 
from zero to 10° F. 

Future Growth of Quick-freezing 

With this background, how important 
a role may we expect quick-freezing 
to play in the solution of our perishable 
food problem? It is believed that the 
answer to this question largely depends 
upon the advantages offered by quick- 
frozen foods, the meeting of sales 
resistance, the extent to which the 
producers will adjust their production 
to consumers’ wants and needs, the 
cooperation received from retailers, 
packers and canners in expanding this 
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new industry, and the way in which + 
producers will meet the competition 
other food producers, especially regard. 
ing prices as contrasted with those 
fresh products. In _ discussing 
above factors, the Birdseye pre al 
will be used as the standard because ; 
its commercial and scientific dominap , 
in the field. q 
Quality.—As has been pointed . 
the portable freezer, transported 
places where the best fruits and vege. 


of mature products, with their natural 
freshness and flavor preserved unt 
ultimate consumption. The same can. 
not be said for fresh fruits and vege. 
tables now obtainable in the market, 
for they are generally picked before 
they have really ripened. Even wit! 
efficient refrigeration and transporta- 
tion facilities, they suffer deterioratior 
en route and while waiting to be s 
to the consumer. 

Furthermore, from experiments 
ducted at the General Food Labors- 
tories at Gloucester, Massachusetts, 
and Battle Creek, Michigan, no in- 
stances have been found in which the 
vitamin content of the quick-frozer 
product is injured in any way.’ Gener- 
ally speaking, the vitamins are ¢ 
stroyed by oxygen and heat, the higher 
the temperature the faster ther 
destruction. 

Quick-frozen products should 
reach the consumer in better conditio! 
than chilled or frozen meats. Chillec 
beef, for example, which is obtain 
from the ordinary butcher shop, ma) 
remain in storage, distribution points 
or retail establishments from one ' 


six weeks before purchase by the cor 


sumer. It may not be ripe enoug! 





5 Transactions of American Fisheries Society, \ 
62, 1932; and 25 Industrial & Engineering Unems 
7, July, 1933, p. 808. 
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be too ripe, with the race 

bacteria and enzymes pro- 

continuing and the bacterial 
sition being aided by contact 
<posed surfaces with human 
eat blocks, pans, knives, saws, 

s, etc. Quick-freezing remedies 

situation, as the meat is quick- 

n sealed packages after a period 

1g has been found to 

ptimum results, and it is 

that condition until purchased 
iitimate consumer. 

Furthermore, recent experiments 
wn that quick-freezing and 
nt storage at zero for one 

h causes a reduction in the number 

ria always present in flesh 

the reduction in the case of 

steak being approximately 

84 Further experiments have 
ved that quick-freezing in a multi- 
froster, without subsequent cold 
is sufficient to kill or make 

ss any ‘Trichinella larvae in 

[richinosis is by no means 

al in the United States, twenty 
being reported in Massachusetts 
in 1930. The mortality from 
lisease is estimated at between 
and 16%.? 

\s well as being assured of uniform 

lity when purchasing, the consumer 

exactly what will be the weight 
edible product and how many 
rvings it will provide. This cer- 
nty of quality and quantity means 

h to the hotel and restaurant trade 

is equally comforting to the 


which 


Convenience to the Consumer.—The 


quick-frozen product, in packaged form, 


all inedible portions removed and 
tor cooking or consumption, is 
nvenient for the consumer. 


in Journal of Public Health, July, 1933. 
Industries §, May, 1933, p. 177. 
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For the institutional trade, the prepa- 
ration of this food does not require so 
much help or so much space. To the 
housewife it means no more messing 
with the preparation of fresh foods, such 
as drawing fowl, shelling peas, washing 
spinach, trimming meat, stemming 
strawberries, etc. In other words 
household drudgery is considerably re- 
duced by the use of quick-frozen foods. 
The Birdseye packaged foods can be 
safely kept in the ice compartment of 
an electric refrigerator for almost an 
indefinite period; such a reserve supply 
comes in very handy when it is incon- 
venient to make a special trip to the 
store or when unexpected guests arrive. 
Seasonability.—The fact that the 
quick-frozen product can be obtained 
the year round is also of interest to the 
consumer. ‘There is an abundance of 
fresh animal, fruit and vegetable prod- 
ucts to be had, but not at all seasons 
of the year. Quick-freezing provides 
a means for ironing out the seasonal 
factors, as these products are frozen in 
season and kept in storage until re- 
quired. Thus, the consumer at any 
time of the year, in almost any location, 
would be able to serve a_ healthful, 
appetizing and varied diet of quick- 
frozen foods of uniform quality. 
Comparative Price.—Thus far, for the 
most part, only the “cream of the 
crop,” so to speak, has been quick- 
frozen. This has been one of the 
reasons why quick-frozen foods have 
been considered inherently expensive. 
The other compelling factor which has 
served to create this false impression is 
that the public is not yet educated to 
think of these foods in terms of cost per 
edible portion, with all waste removed. 
As this new industry grows, different 
grades or qualities of a given product 
will be packed, which, together with 
persistent and honest educational ad- 
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vertising of the “‘cost per edible por- 
tion idea,’ will permit accurate price 
comparison of comparable qualities 
to be made. 

Reasoning in the abstract, there are 
very logical reasons to support the 
assertion of William H. Raye, Presi- 
dent of Frosted Foods Co., Inc., that 
the cost of production and distribution 
of similar qualities and quantities of 
edible portions should be less for the 
quick-frozen product than for the fresh 
product. Inedible waste is eliminated 
at production points and thus made 
available for the manufacturer of valu- 
able by-products in sufficient quantities 
to realize maximum prices; this waste 
need not be transported or preserved in 
transit, as is the case when the product 
is distributed fresh; the edible portions 
are compactly packaged and can be 
transported in a small fraction of the 
space required for equal quantities of 
edible fresh foods of the same kind; 
periods of oversupply and undersupply 
are smoothed out; spoilage between 
producer and consumer is eliminated; 
handling and packaging operations are 
performed on a large scale and there- 
fore economically; profits of commission 
merchants and middlemen are elimi- 
nated; less expensive personnel, such as 
butchers in retail stores, are required, 
and less retail-store space is needed for 
distribution; and, finally, much more 
accurate stock control is possible. On 
the other side of the balance sheet, 
however, longer and perhaps more 
expensive storage periods may be re- 
quired; and more expensive display 
and storage cases are necessary for the 
quick-frozen foods. For the brief 
periods that fresh foods are in season, 
they are likely to be less expensive than 
comparable quick-frozen products, but 
on the whole it is believed that for 
comparable qualities per edible portion, 
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to the cause of quick-freezing, and th. 
this advantage should be progressively 
more pronounced as greater productio, 
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The percentage of increase in sales 
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upon how thorough an analysis 
made by quick-freezing producers 
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a persistent advertising campaign, tak- 
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slained in the previous discussion, 


“cream of the crop” has been 
zen. This high-quality prod- 
1ot compete with lower-grade 
fresh and canned 
; except in so far as that very 
portion of the field which com- 
the “high-class trade” is con- 

One solution of this problem 
pack various grades, of course 
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Ulli 


le to those ordinarily sold to the 


the trade as fresh or canned 
The writer has been reliably 


med that the management of 
1 Foods Co., Inc., intends to pur- 
a policy. 


ration from the Retailer.—It is 
that the other outstanding 
to the problem of increasing 
to secure as outlets for quick- 
ods those retail grocery stores 


1 really reach the masses, 1.¢., the 


res.2 The chains have realized 


an increasing percentage of the 


has become and is becoming 


and more “price-minded” in so 


food products are concerned. 
are not interested in handling 
items, particularly of another 


‘rn’s brand, which only a small 


tage of their customers will buy. 
when quick-frozen food pro- 
offer them products which will 


mpete with the products they are 


lling, their cooperation will be 
to obtain, and they will handle, 


less of brand, any item for which 


arealdemand. ‘This reasoning 


kely explains what the writer was 


a high official of a New England 
“We are not interested in an 


80% of purchases of grocery 


- 70% to 


ll be made by large scale buyers, either of 
te chain class or of the voluntary chain 
jal, H. R., “‘Hand-to-mouth Buying,” 
VARD BUSINESS REVIEW 2, January, 


1933; 
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item which is bought by only 5% or 


10% of our trade, and, so far as 
Frosted Foods are concerned, we are 
more than willing to let the unit stores 
establish the product.” 

Chain business may necessitate the 
risk of “price chiseling” on the part of 
the large-scale buyer, but it is believed 
that the benefits to be derived by the 
quick-frozen food problem are more 
than worth the risks involved. Fur- 
thermore, purely aside from the fact 
that chain grocery stores are getting a 
greater and greater percentage of the 
trade, they are much better able than 
are the unit stores to finance the pur- 
chase of the expensive,’ low-temper- 
ature cases which are absolutely neces- 
sary as the final link in the distribution 
of quick-frozen foods. It is reported 
that Frosted Foods Co., Inc., is meet- 
ing this difficulty by permitting the use 
of relatively inexpensive ($200 to $300) 
nondisplay cabinets. 

Possible Effect upon Other Food Pro- 
ducers.—If, and as, this new industry 
expands, quick-frozen food manufac- 
turers will probably encounter serious 
opposition from the meat packers. 
They have already marketed packaged 
sharp-frozen products and have con- 
tinually kept in touch and experi- 
mented with the quick-frozen packaged 
product. Their present production and 
distribution organizations can _ be 
changed or supplemented to conform 
to any such change in demand. Fur- 
thermore, they are well organized and 
have the funds and the legal staff to 
find any possible means to circumvent 
infringement of present patents. 

The fruit and vegetable field presents 
an entirely different picture. Birds- 
eye Frosted Food producers have 
worked hand-in-glove with the canners. 


9 The cost exceeds $i00 per foot of case. 
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They have utilized the canners’ facili- 
ies in producing their quick-frozen 
fruits and vegetables. As it is not con- 
sidered that quick-frozen products will 
ever entirely replace canned fruits and 
vegetables, there is no cogent reason 
why canners’ facilities should not 
continue to be utilized. Furthermore, 
it makes relatively little difference to 
the canner whether his products are 
canned or quick-frozen. His business 
is not destroyed by the new industry 
and his plant is kept busy. As a 
matter of fact, quick-freezing for such 
an outfit as General Foods provides an 
assured outlet for his products. On 
the other hand, the quick-frozen food 
manufacturer is thus enabled to avoid 
further integration which would involve 
disposal of the fruits and vegetables 
which he might find unsuitable for 
quick-freezing. In other words, the 
canner and the producer-distributor of 
quick-frozen foods can mutually help 
one another. 


ties 1n 


the 


Conclusion 

The writer believes that the fore- 
going discussion makes it apparent that 
the art of quick-freezing has been 
developed to the point where a great 
variety of perishable food products can 
be rendered practically imperishable 
by the quick-freezing process and the 
subsequent low-temperature refriger- 
ation; that of the various quick-freezing 
processes thus far invented, the Birds- 
the most ad- 
and commercial 


eye process embodies 


vanced, _ scientific 


2 HARVARD BUSINESS REVIEW 


development—so much 0 that 
present it dominates the quick-freezin, 
industry; that quick-frozen foods of-- 
to the consumer an opportunity 
enjoy a healthy, appetizing and yar 
diet of uniformly superior quality 

year round, at no additional cost , 
edible ration over fresh products o 
equal quality at point of origin; tha; 
thus far the policy of quick-freezins 


only the “cream of the crop” has pre. 
vented any very large-scale distri. 
bution; that consumers’ wants and 


needs may be met by producing, j; 
addition to the “‘cream of the crop.” 
lower grades of quick-frozen foods t 
compete with comparable items of bot 
fresh and canned foods; and that, as 2 
result of such a policy, competent man- 
agement may expand the quick-freezing 
industry to a point where it wil 
assimilate a considerable proportion 
the present $10 billion annual volun 
of perishable foods produced. 

This new industry has certainly been 
developed to the point where it offers 
one very definite means of greatly cur- 
tailing the tremendous waste now in- 
curred in the domestic distribution of 
our perishable foods. It is further 
believed that it may also bring about 
the importation of perishable foods 
an improved quality and of a greater 
variety than heretofore has been p 
sible, because such foods may now be 
quick-frozen in any part of the w 
where they can be produced to best 
advantage, and consumed wheneve! 


and wherever they are required. 
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THE 
RETURNED 


[RADE abuse of major signifi- 
ince which has become partic- 
4 ilarly offensive since the World 
War is the return of merchandise by 

to manufacturers.! Manufac- 

style and staple goods suffer 
m the practice, but the former 
ired more because of the rapid 


iation in the value of their 
ts. Although available figures 
little value in gauging the 


the practice, the severity 
problem is unquestionable; the 
le of written protests testifies 
magnitude.2 The exact cost 
turns is indeterminable, but one 
estimates it to be as high as 50% 
value of the merchandise 
returned-goods problem is not 
re is evidence of its existence 
before the World War.* The 
lication of the trend in recent 
the substantial increase in 
imber of complaints made and 
ssuggested. This development 
result of the general improve- 
merchandising methods which 
focus attention on inefficiencies 
‘istribution. Whatever may have 
its history, it is undoubtedly true 
general discussion of trade abuses, see 
Distribution Conference, Report of Com- 
Trade Relations,’”’ Washington, D. C. 


G. A., ““Make Retailers Ask Permission 
rning Goods!”, Printers’ Ink, January 1, 


L. E., “This Plan Reduced Returned 

Per Cent,” Printers’ Ink Monthly, January, 

Begin to Show Fight on Returned 
eal,” Printers’ Ink, March 3, 1921, p. 41. 


MANUFACTURER’S PROBLEM OF 
MERCHANDISE 
By J. L. 


BROCK 


that at present the return of merchan- 
dise is a grave problem in many indus- 
tries and that much can and ought to 
be done to remedy it.° 

Causes of the Return of Merchandise 


The first group of causes arises from 
the failure of the manufacturer to 
fulfill his contract. The sales contract 
is violated by substituting unordered 
merchandise for that which has been 
ordered. On first examination this 
practice seems to be inexcusable, and 
manufacturers should have no grounds 
for complaint for the return of sub- 
stituted goods. However, in the manu- 
facture of goods which are perishable 
from deterioration or which are subject 
to style change, it is often impossible 
and undesirable to have a stock com- 
plete enough to fill all orders exactly 
and promptly, especially with the prev- 
alence of hand-to-mouth buying. In 
substituting, the manufacturer assumes 
that the retailer needs the merchandise 
at a time earlier than he can supply 
the ordered item and that the retailer 
will be better off with a substituted 
article than with none at all. In 
goods with very short season, particu- 
larly in the apparel trades, a few days’ 
delay may mean the loss of considerable 
retail business. 

Another form of breaking the con- 
tract is by late delivery. This may 





5 Manufacturers are reluctant to divulge their 
returned-goods figures. In some lines of slow-paying 
or highly seasonal merchandise, it has been estimated 
that returns amount to between 10% and 20% of 
sales. 
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be unavoidable for the same reasons 
that substitution is unavoidable, par- 
ticularly because deferred purchasing 
makes planning of production very 
dificult. Orders for goods well in 
advance of needs can be filled easily 
without recourse to late delivery or 
substitution. 

Errors in shipping are another source 
It naturally is impossible 
to eliminate all mistakes in routine 
matters of business. Frequently re- 
tailers accept merchandise that does not 
comply with their orders, either be- 
cause the expense and trouble of re- 
turning it is too large or because the 
incorrect shipment will suit their needs 
as well as the goods they ordered. 
Unfortunately, this easy attitude of 
retailers has induced many manufac- 
turers to abuse it by intentionally 
shipping more than was ordered. 

Another f the situation is 


of returns. 


factor in 
the return of imperfect merchandise. 
This is frequently inevitable unless 
the manufacturer provides for a thor- 
ough inspection. Most manufactur- 
ers want defective products made by 
them to be returned. However, ihere 
are grounds for disagreement on the 
question of exactly what are imperfect 


goods. 

Many manufacturers declare that 
one of the most important causes 
for the return of merchandise is faulty 
selling. Salesmen, especially when 


compensated by a commission on sales, 
are apt to resort to unsound methods 
in order to complete a sale. In the 
first place, they may sell to poor credit 
forced to return the 


risks who are 
merchandise in settlement of their 
accounts. Secondly, salesmen often 


make unwarranted promises about the 
quality or delivery service of their 
Thirdly, they have been known 
of return without 


lines. 
to offer the privilege 
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permission of the home office, on ¢h, 
chance that the retailer will dispos. 
of the goods. Fourthly, 
sometimes take orders for amoup, 
which they know are more than +h 
retailer can sell within a reasonah\. 
time. 

Many manufacturers allow their cys. 
tomers to return goods, either by state. 
ment or by liberality in connection wi 
unauthorized returns, and even as; 
their customers to do so in cases where 
maintenance of price or quality 
desired. While these companies should 
not complain about the practice 
returning merchandise, their policy ip. 
jures other manufacturers by inducing 
retailers to be more bold in general 
in shipping back merchandise. More- 
over, the policy of accepting returns 
is a powerful competitive wear 
Discrimination among customers ma 


salesmen 


prompt affected retailers to ret 
goods to the manufacturer wh 
unfair. Some retailers feel justified, 


and not without cause, in returning 
merchandise from their stock when ' 
manufacturer introduces a new sty! 
Certain producers avoid this difficu 
by warning customers to clear thei 
shelves or by offering to exchange new 
products for old. 


Responsibility of the Retailer for 
Returned Goods 


The causes for returns which are mos 
discussed and least understood 
those for which the retailer is respons! 
ble. On these the manufacturers plac 
the most emphasis, although the retai- 
ers attempt to minimize their sit 
nificance. The impartial student mus 
compromise by accepting them 
causes, but not to the extent that t 
manufacturers would have him belies 

A common cause of returns is ove 
buying by the retailer. If he 
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his sales possibilities poorly, 
ss costly for him to return the 
the manufacturer than to 
them by reducing prices. Per- 
this condition is brought about by 
nufacturer’s salesmen, who failed 
the buyer in determining his 
who offer the inducement of a 

ty discount. 


\ frequent cause for the returning of 


ndise by the retailer is his 
y topay. Should we blame the 
turer for selling to a dealer 
cannot pay, or should the re- 
ibility belong to the retailer for 
ting to take more than he can 
It is often impossible for a 
turer to tell how good his 
rs credit is or how much 
ild sell him. Furthermore, it 
be highly undesirable to carry 
ger part of such transactions 
ash basis. It has been suggested 
bankers encourage retailers to 


rn excess stocks.® 


LA 


\Ve have said that one method for 


¢ of unsold merchandise is for 
iler to return it to the manu- 
perhaps deluding himself by 

ing that the manufacturer can 
to someone else. Some critics 
argued that it is part of the 
turer’s business to help his 
sell his merchandise.’ This 
tionably is true in cases where 
listributor carries the line of a 


ngle manufacturer, but in department 


sit is utterly impractical to expect 
iiler to cooperate with hundreds 
ppliers, many of whom are less 
ent than he. However, one cause 
edings of the American Paint and Varnish 


rers Association,” Oil, Paint and Drug 
Convention Extra), November 29, 1932, 


Roland, ‘*‘We Accept No Responsibility for 
ls,” Printers’ Ink, September 13, 1928, 





for some retailers’ failure to sell is too 
great a reliance on the manufacturers’ 
promotional efforts. 

The problem of merchandise returns 
by consumers to retailers is probably 
more acute than the one with which we 
are dealing. Many retailers admit that 
this practice is carried to extremes, but 
declare that they are helpless in the face 
of competition. An illustration show- 
ing the ridiculous limits it has reached is 
afforded by the case in which a local 
health department came to the aid of 
the retailers by prohibiting the return 
of personal articles. Notwithstanding 
the claims of some that customer 
returns are usually passed back to the 
manufacturer, it is not altogether clear 
that this is the case. Manufacturers 
object less to the return of used mer- 
chandise than to the return of goods 
from stock. From an analysis of the 
causes of customer returns to retailers, 
it can be seen that few of them might 
be returned to the manufacturer on 
the grounds that are described here.® 
It is urged that stricter policies on the 
part of the manufacturers toward re- 
turned goods would put pressure on 
the retailers to combat returns to them. 

Buyers sometimes return goods just 
before inventory is taken in order that 
their stock-turn figures may show up 
well; moreover, the goods are reordered 
as soon as the new period begins. 
Another malpractice is in threatening 
to return a shipment unless it is given 
‘‘on memorandum.” 

Manufacturers have reported in- 
stances in which they have received 
shipments of shopworn and obsolete 
merchandise; upon investigation they 
have discovered that the buyer wished 
to clean up his stock and get credit 

8 Printers’ Ink, March 3, 1921, p. 41. 

9“*Why Merchandise Is Returned by Consumers,” 
Printers’ Ink, August 23, 1928, p. 97. 
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for the old goods. This frequently 
occurs when a new manager takes 
over a department and desires to 


make a fresh start. 

A sudden change of style or rapid 
obsolescence may make it impossible 
for the retailer, as well as the manu- 
facturer, to sell some of his merchandise. 
If neither manufacturer nor retailer 


has control over the development, 
which one should suffer the loss? 
However the logic may go, the fact 
stands that too often the weaker 


of the two bears the loss; the retailer 
will shift it to the manufacturer if he 
can. 

Manufacturers subjected to 
greater accept returned 
merchandise during a recession in busi- 
ness activity. It is the time when 
suppliers can least afford to bear the 
loss, but also when they can least 
afford to offend customers. A fall in 
prices is often followed by attempts 
to shift the title to the merchandise 
back to the manufacturer. Here, as 
in most instances, the goods are re- 
turned if the retailer can get away 
with it. ‘The present depression has 
tended to aggravate the problem by 
making retailers less able to sell or 
unable to pay. However, the return 
of merchandise is a serious problem 
in good times as well as bad. 

Returns may also be associated with 
hand-to-mouth buying. Both prac- 
tices were objects of severe attack 
during the last decade, a coincidence 
which might lead one to connect them. 
However, large-scale return of goods 
antedates the rise of hand-to-mouth 
buying by many years, and the same 
which hand-to-mouth 
buying—fear of inventory losses, per- 
fection of transportation, increasing 
style changes, growth of large-scale 
buyers’ market, and 


are 
pressure to 


forces created 


distribution, a 

































the like’—may have intensified 
problem of returned goods also, 

One can argue that purchasing ;, 
small quantities ought to reduce the 
occasions for sending large amount: 
of merchandise back to the make 
and pressure to curtail return of g 
will merely increase hand-to-m 
buying. Delayed purchasing has ma¢: 
some of the practices at the root 
returned goods unavoidable; late deliy. 
eries, substitution, defective shipmens 
and other evils could be greatly d 
ished by advance buying. So 
see that hand-to-mouth buying is | 
a cause of and a supplement t 
return of merchandise. 


dill 


Proposed Remedies 

The easiest method by which 
manufacturer can eliminate man) 
turns of his products is by carefu 
filling orders. By close adheren 
the sales contract he not only 
remove those causes of returns wi 
are a result of violation of its terms 
but he also can destroy pretexts 
which the retailer returns goods. 
Another method of reducing returns 
of merchandise is through impro\ 
training of salesforces. A manutac- 
turer expressed this attitude by calling 
his salesmen the “‘first line of defense’ 
against returns.!! Another manutac 
turer discovered that certain of 
salesmen were responsible for 
of the returned goods.'? . Unless 
lists are furnished salesmen, they s! 
be instructed in methods of selecting 
prospects with regard to credit, 
petency and fairness. The salesme! 
must make the terms of sale clear ' 


10 For further information, see Tosdal, Harry 5 
“‘Hand-to-mouth Buying,” x1 HARVARD BUSINE» 
REVIEW 3, April, 1933, p. 299. 
11 Barnes, op. cit. supra. 
12 Maxwell, Herbert M., ““What Can B 
About Trade Abuses,” System, June, 1925, | 











THI! 


stomer in addition to observing 


ensified 

also. BB... instructions issued by the home 
irchasing ;, sce, ‘The manufacturer must be con- 
reduce th that his field force is laying a 
ge amount basis for trade relations before 
the makes can take further steps toward 
Irn of ¢g 1 reducing returns. Courses of instruc- 
1d-to-moys} house-organ propaganda, careful 
ng has mad election of men, educational corre- 
the root 9 sondence, close supervision and even 
; late deliy. senalties for returns are suggested 


© shipments of accomplishing this purpose. 


atly dimin. lf a firm expects fair treatment from 
g. So omers, it must be careful not to 
ring is bot liscriminate among them; when a 
ent t nufacturer is known to sell ‘‘on 
” to some retailers, it will be 

to combat returns from other 

. itlets. If the manufacturer does not 
which the make offers of the return privilege, he 

man} t impress this upon his dealers. 

y carefu \ manufacturer desiring to reduce 
heren turns and yet retain the goodwill of 


customers must avoid causing them 


Ins ¥ great losses from style changes 
its terms r obsolescence. A warning to clear 
retexts bj shelves, at least, ought to precede the 
ods - introduction of a new line in an industry 
ng ret | irregular seasons. In style mer- 
improved landise, the producer can _ protect 
manufac s retailers by refraining from design 
by ca nges and drastic price reductions 
f defense” (MM within a season. 
manufac- t would obviously be a conservative 
in of his practice to make sure that all of one’s 
for mers were satisfactory as to credit, 
nles erchandising ability and fairness in 
ey s icles regarding returns. ‘This prac- 
selecting tice may be desirable for manufacturers 
dit, com- vith exclusive agencies or other forms 
salesme selective distribution, but for the 
clear t majority of producers of consumers’ 
a goods it would be almost impossible 
BUSINES and exceedingly expensive to make such 
‘horough investigation prior to ship- 
Be Dost Moreover, manufacturers can- 
734 not afford to refuse a large number of 
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sales on the mere suspicion of financial 
weakness, incompetence, or unfairness 
in business relations. 

Wherever possible, the training and 
assistance of retail outlets should de- 
crease occasions for returning goods. 
Along this line, one manufacturer 
adopted an “‘inventory-balancing plan”’ 
by which he accepted returns of items 
which the retailer had overstocked in 
exchange for supplying the retailer with 
products in which he was deficient;'® 
this plan was found to be satisfactory, 
for the surpluses and deficiencies largely 
balanced out, and the wholesalers ab- 
sorbed most of the balancing. Another 
manufacturer approves of the policy 
of open discussion of his returned-goods 
problem with the retailers, in order 
that they may see the costliness and 
harm of the practice." 

Practically all manufacturers would 
endorse the requirement of having the 
retailers secure their consent before 
shipping goods back—with the possible 
exception of those lines in which the 
time used in correspondence would 
diminish the value of the merchandise. 
All producers desire explanations for 
each return shipment. ‘The advantage 
of demanding authorization of returns 
is that it makes them a subject of 
negotiation, and the manufacturer has 
an opportunity to dispose of the goods 
without having them shipped back to 
his factory. 

A number of manufacturers, in order 
to meet the returned-goods problem, 
propose deducting a charge of at least 
10% from the credit. This is intended 
to help defray costs of handling, re- 
finishing, shipping, billing, etc. More- 


13 “*Conquering Returned Goods Evil,’ Printers’ 
Ink, January 12, 1933, p. 86. 

14 MacNeill, J. K., ‘How Twenty Manufacturers 
Handle the Returned-goods Problem,” Printers’ Ink, 
March 13, 1930, p. 6. 
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over, it serves the purpose of discourag- 
ing retailers from preferring to return 
goods and encourages them actively to 
promote their sale. 

Many of the proposals include a time 
limit for keeping goods, after which 
they cannot be sent back. ‘Those time 
limits range from four days for highly- 
styled, short-season goods, to a year 
or more for the staple lines. This 
condition has three motives: to allow 
the retailer reasonable time with which 
to examine the shipment, to protect 
the manufacturer from the return of 
worthless items, and to induce the 
retailer to try to secure a satisfactory 
rate of stock-turn. 

Some manufacturers refuse to grant 
cash refunds or require an exchange 
order with every return. One manu- 
facturer even demands reorders for 
twice the amount of the credit.'® 
This provision prevents weak retailers 
from paying their trade accounts with 
merchandise. 

Another practical recommendation 
is to print the terms of the contract on 
the invoice so that there can be little 
dispute as to the conditions of sale. 
Complete understanding by both par- 
ties ought to assist materially in solving 
the problem. 

Many other policies for combating 
the problem of returned goods have 
been mentioned: demanding prepay- 
ment of transportation charges, allow- 
ing credit for only the salvage value or 
resale value of the merchandise, re- 
fusing to accept obsolete goods or goods 
made on special order, requiring sam- 
ples of shipment to be returned, pro- 
hibiting return of damaged goods, 
crediting the retailer with the appraised 
value of the goods, limiting returns 
from a retailer to a fixed percentage of 
his annual purchases, accepting returns 
> Ink, Jan 1933, p. 6. 


18 Printer lary 12, 
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of full assortments and unopened pack. 
ages only, restricting returns to cert), 
off-season months of the year, grantin, 
partial credit on returns, etc. 
Several manufacturers believe ;, 
handling each. return separately 9; 
its own merits and with the exercise 
of great tact; a competent man shovw\j 
be in charge of returns, for his js ; 
selling job. 
The cry of numerous manufacturer: 
is that they can do nothing alone x 
long as the rest of the trade will no: 
resist the return of merchandise. Th 
is especially true in highly competitive 
industries in which the number ; 
units is large. ‘The clamor for cop. 
certed action has been answered by 
several trade associations, and many 
others have appointed committees t 
study the need for association work. 


Trade Association Activities and 
Arbitration 


On the assumption that, if all manv- 
facturers follow the same policy, the 
retailer cannot play one off against 
another in securing the privilege 
return, trade groups have taken definite 
action. ‘These associations have agreeé 
that excessive returns are wastelul 
and an uneconomical factor in compet- 
tion. Many have drawn up a 
of standard rules, which the members 
generally adopted eagerly. Of the 67 
trade associations studied by the Con- 
mittee on Trade Relations of the \« 
tional Distribution Conference, 43 ha 
adopted standard policies toward r 
turns and cancellations. ‘Twoassocis 
tions, the International Association 
Garment Manufacturers and the Ass 
ciated Dress Industries of Americé 
established a clearing house for com 


16 National Distribution Conference, op. ¢ 
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nst retailers who made 


returns.” 





is t ; 
ar been some requests for 
iis tandardization and simpli- 
| a ee a the purpose of reducing the 
etal [It is urged that if 
ea aia rs’ trade groups sponsored 
mal Zé. material, quality and 
or tie ations, confusion and dis- 
e points could be elimi- 
— tional measures, which ac- 
iw a can be accomplished 
An wi e-association action in 
fe 4 tries, are intended also to 
seit, size of stocks 1n order to 
ie langer of loss from obso- 
‘ return of unsold goods 

ae large from that source. 
nite ius in some industries have 
m than draw up reports 
m on the subject of re- 
These studies include 
the gravity of the 
set of suggested prac- 
ndustry. ‘This course, 
tive as others, serves to 
' yn of the trade to the 
a encourage uniform 
= ee on Trade Relations 
Distribution Conference 
a : rbitration for all com- 
: tes and gives examples of 
le associations and cham- 
7 ce. One group of manu- 
0 y ires that all disputed 
aan mitted to an impartial 
' . trated, the decision of 
pe being final.’* ‘They 
‘ ccess in reducing un- 
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There is some hope of improvement 
through action on the part of retailers. 
The National Retail Dry Goods Associ- 
list of 


fairness 


buyers a 


returns,’ the 


ca f 
prescribes for 


I 


ation 
rules governing 


of which no one can question. An edu- 


cational attack on the problem ought 
to have perceptible effects. ‘The Buy- 


er’s Manual, issued by 


] 
the above group, 


brings the problem to the attention of 
department managers, stating ‘in 
elimination of trade abuses the buyer 


has a major responsibility, for without 
a desire on his part to operate on sound 
business principles it is futile for trade 
d store owners to d 


associations an raw 


d enter into 


up rules and regulations a1 
This problem has been 
recognized by the 
Codes of Fair Competition 

the NRA, few 


instances has the acceptance of returned 


agreements.” 
authors of several 
compiled 
under but in only a 
goods been unequivocally prohibited. 
At the time of writing it is too early 
to judge the effectiveness of these 
measures or to predict there ultimate 
adoption generally in the code 


‘There always exists one resort to 


which business men can take their dis- 
putes over the return of goods—the 
courts There is a dennite code ol 


9 : ] ] . 6 } : 
rules in the common law which defines 


title, 


lor 


] 
; 
FOOdS 


changes of 


and liability 


acceptance o! 


returns. However, 


a ] 
imam tent . ~~ 
c Sic ry 2 Say 
unsatistact | 


; 
legal action is an 


tion of the returned-goods problem be- 


hg" ; 
cause it is expensive and slow. ‘The 
] 


function of the law is to settle disputed 


points and thereby establish principles 


.° - . , . 
which should be effective VW 


] 
course to the co 
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be uns t eneralize 
abilit 1 single manu- 
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Vine tne causes ire outside 
Ve e optimistic, others 
pe of improvement by 
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! ust in which one producer 
nant, he could accomplish much 
improving conditions in the 
f traad¢ by i 1 pting a strict re- 
t or" ds policy. On the other 
mall manufacturer in the same 
t ild do little alone, unless elimi- 
I this Irce « vaste 1s reflected 
iT It 1ot far from true that 
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’ wields will also determine 
cilitv of contending with returned 
e necessi maintaining 
vill is an important ob- 
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of registering the names of ffendin 
etailers. While : g 
retaliers. nile an association agree 
ment on such matters does not con 

“ \ - 


of 
scrupulous 


stitute restraint trade,?3 jt might 
it less ° 


Manutlacturers 


to indulge in unreasonable attitudes 
toward the return of goods. Arbi- 
tration offers a means of handling this 
as well as of other types of trade 
disputes 

A satisfactory solution to the re 


turned-goods problem by the trade 


itself, however, is not altogether jm. 
possible. ‘The recurrence of phrases jp 
the literature on the subject. such as 
‘better trade ethics,” “‘c nsideration 
for the other fellow,” ‘‘good faith,” 

ommon sense, **reasonable plan,” 


‘the next decade,”’ and the like. sug. 
gests several less definite and concrete 
ways by which the evil may 
In the first place, 
nerchandising, which 
in the last few 
to will 
h in the control of stocks— 
both manufacturers’ and retailers’—to 
meet the the market; the re 
turning of merchandise will 7 
less and less necessary. Secondly, t 
attitude among ind 
ful distribution is a 
ought to 
that loss. 


be elimi- 
nated. the increased 
YO yd 
’ 
4 


interest in 
h manifested itself 


f 
years and is likely continue, 


achieve muc 


needs of 


lividu ih 


come 


1 


assist in 


And, 


re can be detected a develop 


practice. 


growing 
that 
munity 


wastel 
problem 


comDat 


busines: 
be ex] ect d to 


ment toward better 


This movement may 

yield sounder and more honest pur 

chasing, a more whee relation 
‘ tail 

between buyer and seller, be etail 


merchandising, and even a r¢ 
style waste. 


23 Printers’ Ink, Jan 


uary 12, 








